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Editorial Comment 


HERE has not been vouchsafed to 

THE Bankers Macazine that su- 

perlative degee of human wisdom 
that would enable it to offer a sure 
remedy for adjusting the conflict be- 
tween labor and industry which has 
disturbed the country in recent months. 
But there are some evidences of the 
struggle of too deep public concern 
to be ignored. They affect not merely 
the relations between capital and labor, 
but the general welfare of the country 
—something of vital interest to bankers 
in common with other citizens. 

So much ill feeling has arisen that 
it is difficult to discuss the situation, 
however dispassionately, without being 
accused of “taking sides.” But in this, 
as in most conflicts, there are some 


elements about which, among right- 
thinking people, little difference of 


opinion ought to exist when the 
matter is considered without prejudice. 
And it is to this phase of the situation 
that attention will be specially directed. 

Numerous statutes exist governing 
such cases; and where these laws are 
imperfect, the imperfections should be 
remedied in the light of recent expe- 
rience, and with as little delay as wise 
action will permit. 

But it has been not so much a lack 
of legislation as an unwillingness on 
the part of the authorities to enforce 
the law that has characterized the re- 
cent deplorable strife. 

The legality of a sit-down strike may 
be doubted in high official quarters at 
Washington, but could hardly be ques- 
tioned elsewhere. It is a clear mani- 
festation of force on the part of those 
resorting to it. And force, if it must 
be used in any case and only as a 
last resort, should be used by those 
into whose hands such authority has 
been placed by law. The adoption of 


this just principle would exclude the 


employment of force by either party 
to the controversy. It would be alike 
applicable to the employers and the 
employed. 

Had this principle governed at the 
outset of the strikes at Detroit, much 
subsequent trouble might have been 
avoided. That it was not applied must 
be attributed to the weak attitude of 
the Michigan authorities, aided by 
complaisance at Washington. In this 
connection, another important fact has 
come to light. The disposition to en- 
force the law was least evident by those 
highest in authority. Local officials 
were much more willing to protect 
the rights of those who wanted to work 
than were those occupying high posi- 
tions in the state and Federal govern- 
ments. From which fact one can but 
conclude that politics governed more 
than the real merits of the case. 

There is general admission that the 
struggle has not been concerned chiefly 
with working conditions, hours of labor 
or wages. Fundamentally, it is a con- 
test for power on the part of a single 
labor organization. This is something 
in which the people as a whole are 
not greatly interested. They are pro- 
foundly interested in industrial peace, 
and that it shall be attained by justice 
to employes and employers alike. 

Should the conflict continue—as it 
is hoped it may not—its final éutcome 
may be unfortunate to the workers in 
industry and to our entire population. 
The disposition of the community to 
take the law into its own hands, al- 
though provoked by the supineness of 
the authorities, bodes no good to any- 
body, least of all to the workers in 
industry. 

Again, it may be said that the most 
hopeful remedy for the adjustment of 
this deplorable situation is to be found 
in the improvement of existing laws 
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where necessary, the strict enforcement 
of the law, and its cheerful and com- 
plete observance on the part of labor 
and industry. 


NOTWITHSTANDING the industrial 

strikes, the record for the first 
half of 1937 is far from discouraging. 
Time was when the crop prospects 
were regarded as of major importance 
in estimating the outlook for trade 
prospects. In later years this pros- 
perity index has not received the same 
attention as formerly, though its sig- 
nificance must still be very great, for 
if any industry may justly be con- 
sidered basic, that distinction right- 
fully belongs to agriculture. Fortu- 
nately, the crop reports are in the main 
satisfactory. This is especially true 
as regards winter wheat, the output 
being estimated at upwards of 600 
million bushels, and at the price pre- 
vailing the wheat-producers will have 
a larger income than for any year 
since 1929. Farm income all along 
and _ these 
the non- 


the line is showing gains, 
gains are larger than in 
agricultural classes of industry. Build- 
ing and manufacturing have continued 
to improve during the first half of the 


year. Steel and automobile produc- 
tion have lately slowed down, partly 
owing to the steel strike and in part 
due to a customary seasonal decline. 
Loans and investments of the banks in 
recent months have turned upwards, 
following a decline in the earlier part 
of the year. The rise in prices, con- 
sidered by some as foreshadowing in- 
flation, seem not to have materialized 
to the extent expected. 

Looking at the half-year 1937 in 
retrospect, despite the industrial strife 
which marked its closing months, it 
can be seen that much substantial ad- 
vance was made on the way to better 
times. 

© 


ILL the moderate degree of pros- 
perity already achieved be of a 
lasting character? This is a ques- 
tion now disturbing many minds, but 


one to which no answer can be given, 
lacking the gift of prophecy. Colonel 
Leonard P. Ayres, vice-president of 
the Cleveland Trust Company, and a 
close observer of the trend of economic 
developments, says that “the second 
quarter of 1937 has been so far a 
period of pessimistic prosperity.” Per. 
haps this characterization, if accurate, 
may be regarded as more assuring 
than the prevalence of a spirit of 
optimism when things are looking de- 
cidedly better. For it is this optimism, 
when unduly held, that leads to the 
excesses which inevitably bring in their 
train another period of depression. 

True, there are not lacking readers 
of the signs of the times who see in 
the sky warnings of disaster. Some 
prophets have had the hardihood to 
fix the exact date of the verification of 
their dire predictions. They put the 
date at 1940. 


In former years one of the signs 
heralding a panic was the comparative 
exhaustion of bank reserves, indicating 
that trade and speculation had substan- 
tially used up the lending capacity of 
the banks. No such situation exists 
today, nor can it be seen as likely 
to arise in the near future. Now we 
have been worrying about excessive 
reserves; and though this excess has 
lately been cut down, the means of 
replenishing reserves as needed are 
readily at hand. 

Until unemployment has been largely 
reduced, it can hardly be said that we 
are in a period of great prosperity, for 
unemployment is a mark of depression, 
not of prosperity. Following a recent 
boom, stock prices have slumped—a 
development not to excite alarm, con- 
sidering the preceding phenomenal 
advance. 

Without entering into the hazardous 
realm of prophecy, it may be doubted 
whether the country has reached the 
peak of prosperity. We appear still 
to be in the valley. 

Should those who predict another 
panic in 1940 be right, they have given 
the timid ample time to run for the 
cyclone cellar before the storm breaks. 
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BECAUSE the situation of the banks 

and the welfare of the country gen- 
erally are so intimately related to the 
fiscal situation, the report of the con- 
dition of the Treasury at the end of the 
fiscal year, June 30, is of exceptional 
interest. Perhaps the most disturbing 
fact in the situation is the continued 
shift of estimates and results. The 
revenue goes up, but like Mr. Manti- 
lini’s payments on his note, the “dem- 
nition total” not only fails to diminish 
but grows larger all the while. From 
time to time rosy statements are put 
forth showing a declining deficit, and 
even promising an early balancing of 
the budget. But these statements have 
to be revised. Although revenues gain, 
if not quite to the extent expected, 
expenditures correspondingly mount, 
the deficit grows larger and the day 
of a balanced budget recedes into the 
dim distance. 

For seven successive fiscal years the 
Treasury has been spending in excess 
of its receipts. And while the deficit 
for the last fiscal year was not much 
more than half that of the preceding 
one, not much satisfaction is to be 
drawn from this fact, seeing that while 
revenues increased by $1,178,000,000, 
expenditures declined by only $775,- 
000,000. With receipts now at record 
figures, excepting one or two years, it 
must be an occasion for deep concern 
that the deficit continues at its present 
high figure. Of equal or greater con- 
cern is the rise in the gross public 
debt from $16,801,000,000 in 1931 to 
$36,400,000,000 in 1937. 

Long ago THE BANKERS MAGAZINE 
pointed out that our unwieldly debt 
would prove a serious embarrassment 
in the case of war or another depres- 
sion. Dealing with the latter phase of 
the matter, Senator Robinson, late 
leader of the Democratic majority in 
the Senate, said: 

“Let me ask what would happen if 
another depression such as that which 
began in 1929 or 1930, and which has 
continued until recently, should strike 
the people of the United States and 
their affairs next year or the year 
following?” 


Charges are made that the Treasury 
statements do not reflect the actual 
debt situation, and that if contingent 
liabilities are taken into account the 
gross debt is much above $40,000, 
000,000. But against this there are 
certain recoverable assets. For ex- 
ample, the debt of more than $1,000, 
000,000 incurred to buy sterilized gold 
has back of it gold bullion. It may 
in future sell for much less than $35 
an ounce. 

There are two ways of reaching a 
balanced budget—by an increase of 
income and by a reduction of outlay. 
If present taxes are not sufficient to 
provide the necessary revenue, they 
will have to be increased. To reduce 
expenditures requires a high degree 
of political courage. It also calls for 
a rare degree of wisdom if hardship 
is not to follow cutting down of relief 
expenditures. Efforts in this direction 
seem to have been conducted on a hit- 
and-miss plan without much regard to 
the needs of those taken off the relief 
rolls. It is quite clear that if waste- 
ful and extravagant outlays were cur- 
tailed, the actual needs of those on 
relief could be met. The testimony 
of those who have observed relief 
projects is overwhelmingly to the effect 
that many of these projects are wholly 
useless, and that the administration of 
relief is unnecessarily costly, and that 
it is deeply colored by political favor- 
itism. 
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REFRESHING in these hot summer 

days are the views of a London 
lady, described in the newspapers as 
“a banker and feminist.” That no 
doubt may attach to her qualifications 
as a “feminist appears from her state- 
ment of views as reported in the above 
sources. Expressing the hope that a 
woman should be put in Congress from 
every state in the Union, the lady is 
quoted as saying; “I should not care 
too much what women they were, 80 
long as they were women.” 

The evidence that the incursion of 
women into the political life of the 
country has been of any great benefit 
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is thus far less clear than that two and 
two make four. 

Miss Gordon Holmes, which is the 
name of the London lady, is quoted 
as deploring the back-to-the-home 
movement of women in some of the 
countries of Europe. And yet, what 
is more manifest in the United States 
today than the fact that women are 
needed in the homes as never before? 
Here is where boys and girls are to be 
trained to take upon them, as men and 
women, the sober duties and responsi- 
bilities of citizenship. The lessened 
sense of such duties and responsibili- 
ties, now painfully evident, may be due 
to the tendency of women to leave their 
homes for the more alluring prospects 
of business life or a public career. It 
may be due to other causes. At any 
rate, here is a field for woman’s activ- 
ities and help transcending in_ its 
possibilities for good anything that 
business or politics can offer. 

Far be it from the intent of the 
venerable BANKERS MAGAZINE to at- 
tempt to define “woman’s sphere” or 
to show any lack of appreciation of 


BRANCHES IN PRINCIPAL CITIES 


her value in business or in politics. 
Lacking some enthusiasm for many 
men in either realm, it has only been 
sought to point out where woman 
reigns an undisputed queen—in the 
home. 


© 


HE report of the Federal Deposit 

Insurance Corporation, recently 
submitted to Congress, and covering 
operations for the year 1936, contains 
some interesting information. This 
report warns the bankers that they 
“cannot speculate in securities with- 
out undermining the soundness of the 
financial structure of the entire coun- 
try.” It is believed that to the ma- 
jority of American banks this warning 
will be considered as superfluous. They 
know the danger of speculating in 
securities, and it is a danger they do 
not incur. But that there are a few 
banks of another sort appears from 
the report. It says: 


Examinations of insured banks not 
members of the Federal Reserve System 
during 1936 revealed that of their holdings 
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of securities other than those issued by 
or fully guaranteed by the United States 
Government approximately 25 per cent. 
were of substandard quality and that of 
their loans approximately 21 per cent. were 
substandard, 


From this statement it is apparently 
concluded that these banks are “specu- 
lating in securities,” although one 
would require a more extended descrip- 
tion of these sub-standard securities, 
and of the circumstances under which 
they were acquired before applying 
to them so sweeping a condemnation. 


Regarding the capital structure of 
some of the insured banks, the report 
says: 


Approximately one-tenth of the insured 
banks holding more than one-fourth of all 
deposits in insured banks, reported total 
capital accounts equal to less than 10 
per cent. of their total deposits. The 
sound capital of these banks was _ less 
than the total capital account. In general 
the small banks have higher ratios of capi- 
tal to deposits than do the large banks. 
Three-tenths of 1 per cent. of the insured 
commercial banks not members of the 
Federal Reserve System, or nineteen banks, 
had no sound capital. The corporation is 
taking steps to improve the position of 
banks with inadequate capital. 


Long before the Federal Deposit 
Insurance Corporation was heard of, 
THE BANKERS Macazine had insistently 
called attention to the fact that not 
only were the minimum requirements 
for banking capital too small, but es- 
pecially that in many instances the 
capital structure was too weak in pro- 
portion to the liabilities to the public. 
And this weakness has been one cause 
why, in the past, our banking history 
has been strewn with so many wrecks. 
It is gratifying to note that the Federal 
Deposit . Corporation is trying to 
remedy this plain defect in our banking 
system. 

Other features of the report traverse 
rather familiar ground, such as de- 
fects in bank examinations and the too 
free chartering of banks. Opposition 
is expressed in the report to a reduction 
of the assessments levied to provide 
the insurance fund. Such reduction 
should not be made, in the language 


of the report, “Until the banks improve 
their capital margins, eliminate a large 
part of their sub-standard assets, and 
demonstrate their strength under 
strain.” 

© 


ITH the slogan “checking accounts 

for everybody,” the Morris Plan 
Industrial Bank of New York launches 
an advertising campaign calling atten- 
tion to this new facility offered the 
small depositor. For limited personal 
use, the offer is made of twenty checks 
for $1.50, no charge being made for 
deposits and no minimum balance is 
required. Plans in operation by the 
commercial banks call for a fee of 
five cents, for each withdrawal and 
each deposit. The Morris Plan In- 
dustrial Bank also advertises that 
checking accounts may be maintained 
without service charges or charges for 
checks drawn or deposits made, de- 
pending upon the average balance and 
amount of activity. The advertising 
also calls attention to the bank’s lend- 
ing facilities. 

For the commercial banks the matter 
of special interest in this new banking 
development lies in the comparative 
costs to depositors under the service 
charge, the CheckMaster plan, and 
that installed by the Morris Plan In- 
dustrial Bank of New York. Should 
the latter find it practicable to offer a 
checking service to small depositors 
at a lower rate than offered by the 
other plans, the commercial banks 
would not only lose a large number 
of small accounts, but would be de 
prived of no inconsiderable amount 
of profit, since they have found service 
charges to be no small source of net 
income. 

“A checking account for everybody” 
is an appealing slogan. The banks 
have found out that in attempting to 
supply this demand they were losing 
money, and the service charge was 
imposed in consequence. A _ speaker 
at a recent bankers’ convention de 
clared that every bank in his state 
was satisfied with the working of the 
service charge. He did not stale 
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whether or not the small depositors 
were equally enthusiastic. 

The workings of the new plan, de- 
scribed above, will be watched with 


great interest. 


RESTORING gold to circulation may 

be at present but an_ iridescent 
dream, such as the late Senator Ingalls 
characterized the hope of the purifica- 
tion of politics. But that this dream 
will one day be realized, as relates 
to the restoration of gold to circula- 
tion, whatever may be its fate with 
respect to the purification of politics, 
can hardly be a matter of doubt. 

In the April issue of THE BANKERS 
MacazINnE the question was asked, 
“Why not use gold instead of steriliz- 
ing and burying it?” 

Addressing the Institute of Public 
Affairs at the University of Virginia, 
W. W. Cumberland, of New York, said: 


Perhaps the most available palliative 
of the gold problem is to stimulate the use 
of gold, by actively employing the gold 
standard ourselves, even to the point of 
restoring gold to actual circulation. Bene- 
fits to be derived by the United States 
from reinstating the gold standard would, 
in all probability, eventually induce other 
countries, or at least other central banks, 
to accumulate more gold, and thus con- 
tribute their share toward stopping the 
excessive flow of gold to the United States. 


The time is opportune for giving 
practical attention to Mr. Cumberland’s 
suggestion. With the existing huge 
supply of gold, and our apparent 
ability to safeguard this supply, it 
would be an easy matter to restore 
gold redemption of the Federal Re- 
serve notes, and thus give to anyone 
desiring it the right to secure actual 
money instead of its paper representa- 
tive. To this there is one obstacle, the 
large volume of silver certificates out- 
standing, and these would have to be 
made convertible into gold if we are to 
continue our policy of maintaining the 
parity of all forms of currency coined 
or issued. 

Restoration of gold to circulation 
would be a long and important step 
in the removal of fear in regard to our 


monetary policy and toward a return 
to confidence. 


© 
RANK A. VANDERLIP’S death re- 


moves from the banking scene a 
notable figure in the country’s financial 
history. Although long prior to his 
death Mr. Vanderlip had retired from 
active official connection with banking, 
his association with the Treasury and 
with the National City Bank of New 
York is still fresh in the public mind. 
After the end of his active banking 
career, he continued to take a keen 
interest in financial and economic 
problems, and was also deeply con- 
cerned in the promotion of human 
welfare. 

His life history is inspiring to the 
young man starting out in banking. 
His antecedents were of the humblest, 
and he rose to the heights. He pos- 
sessed judgment, and a quality none 
too conspicuous in banking, imagina- 
tion. 

Mr. Vanderlip was more than a 
banker. He was a great citizen, and 
fairly entitled to rank as a statesman. 
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FOR PAR-CLEARANCE 


THE practice of charging for check col- 
lection is a matter worthy of considera- 
tion. For all practical purposes, the 
check is currency and, therefore, should 
be so treated in the adjustment of daily 
settlements. If the prevailing policy 
of discounting checks is continued, in- 
dustry and commerce may inevitably 
suffer and in the end the advantage to 
the beneficiaries will be nullified. 

It is essential to business and bank- 
ing progress that the stream of credit 
be kept flowing freely by the elimina- 
tion of all possible restrictions and im- 
pediments. We should encourage an 
attitude on the part of all enterprises 
dealing with the public that service to 
the community is the vital ideal, of com- 
parable importance with the objective 
of earning of profits.—Daniel C. Roper, 
Secretary of Commerce. - 





Invest in Improved 


.. . PUBLIC RELATIONS 


No matter whether your bank is new or old, large or small, its 
success in the last analysis depends upon the good will and friend- 


liness of the people of your community. 


. . . Here is a book 


which covers in detail the art of ‘‘public relations’’—the technique 
of presenting your bank and its services in a favorable light. 


The author of this 
book spent three years 
everything 
that has ever been 
written on the subject 
of bank advertising, 
selling or merchandis- 
ing methods. 


reviewing 


This book is not only 
a condensation of his 
own views and expe- 
rience in this field but 
it also reflects the best 
thought of many other 
practical authorities. 


MERCHANDISING 


for Banks, Trust Companies and 
Investment Houses 


By L. D. MEREDITH 
Bh book discusses not just bank adver- 


tising, or selling banking services, but 
the whole “merchandising process." The 
author believes that bank services may be 
“*marketed™ on just as scientific a basis as 
manufactured products and that bankers 
should take just as much pains to analyze 
every step in the process which includes the 
four elements of merchandising, namely, 
market analysis, advertising, selling and 
publicity. 

Financial institutions offer a wide variety 
of services and these services interest the 
consumer for a wide variety of reasons 
demanding many different kinds of “‘ap- 
peals."” Between the producer, the bank or 
investment house, and the consumer there 
exists a wide gap which must be bridged. 
This means devoting careful and intelligent 
attention to the tastes of the consumers and 
to the methods by which the message of 
the offering institution may be conveyed to 
customers and prospects. 

This book doesn’t discuss means of get- 
ting “‘new business’’ by ballyhoo methods 
only to find that the business thus secured 
costs far more than it was worth. But it 
does show how banks can analyze their 
merchandising problems, decrease their sell- 
ing costs and maintain the good will and 
good understanding of their present cus- 
tomers and future prospects. 

We would be glad to send this book on 
approval without obligation to any bank or 
banker in the United States. 


Price $5.00 delivered. 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET 
CAMBRIDGE, MASS. 





Our Gold Policy and the Commodity 
Price Outlook 


By Dr. A. Puttip WooLrson 
Economist; Member of the New York Bar 


HEN the United States embarked 

on the policy of ‘reflating the com- 

modity price level, by abandon- 
ing the old gold standard and subse- 
quently by devaluation of the dollar, 
the feeling was widespread at the time 
that the wholesale commodity price 
level would rise markedly beyond the 
1926 level, which was considered by 
many to be the theoretical objective of 
the reflation policy. Such inference 
seemed to have ample warrant in the 
history of the periods of inflation in 
various European countries during the 
war and early post-war periods. 

The wholesale commodity price level 
in the United States, as represented by 
the Bureau of Labor Statistics Index, 
did in fact rise substantially from the 
spring of 1933 to early in 1935. How- 
ever, the relative stability of the whole- 
sale commodity price average through- 
out 1935 and the first half of 1936, 
particularly the relative stability of the 
Bureau of Labor Statistics Index of non- 
agricultural commodities from the fall 
of 1933 to the fall of 1936, seemed to 
indicate that the forecasts of a con- 
tinuous and rapid rise in the commodity 
price level to a point measurably above 
the 1926 level might have been in error. 
The substantial rise in our commodity 
price level in recent months and the 
consequent decline, particularly the 
movement of specific “sensitive” com- 
modities, has again raised the question 
how much further the upward move- 
ment of prices would continue, and 
whether a level somewhere about the 
1926 level will ultimately be attained. 

In a radio address on October 22, 
1933, President Roosevelt stated his ob- 
jective as follows: 


When we have restored the price level 
we shall seek to establish and maintain a 
dollar which will not change its purchas- 


ing and debt-paying power during the suc- 
ceeding generation. 

Our dollar is now altogether too greatly 
influenced by the accidents of international 
trade, by the internal policies of other na- 
tions and by political disturbances in other 


‘‘The United States is pursuing in 
the present period a policy which 
amounts in all practical effect to re- 
moving increases in monetary gold 
stocks as a factor in commodity 
price movements, and is attempting, 
through regulating the volume of 
credit outstanding, to control an un- 
desirable rise in commodity prices. 
It would seem that the objective of 
monetary management in the United 
States and in other countries in pre- 
venting sharp rises in the level of 
commodity prices is part of the major 
objective to prevent a sharp rise in 
the level of long-term money rates. 
The degree of price rise that can be 
expected to develop over the next 
several years will depend upon how 
effectively monetary management in 
the United States and other leading 
monetary centers will be successful in 
preserving low long-term money rates 
and in stimulating an increasing vol- 
ume of business and increasing re- 
employment without permitting the 
development of inflationary tenden- 
cies.’”’ 


continents. Therefore, the United States 
must take firmly in its own hands the con- 
trol of the gold value of our dollar. This 
is necessary in order to prevent dollar dis- 
turbances from swinging us away from our 
ultimate goal, namely, the continued recov- 
ery of our commodity prices. 


On May 14, 1937, the newspapers 


carried a statement with respect to the 
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Administration’s attitude concerning 
rising commodity prices. The President 
was reported as being convinced that 
speculation in commodity prices is 
harmful. He was further reported as 
not favoring price control, but as be- 
lieving that commodity prices should 
be stabilized within reasonable limits; 
otherwise the producer could not count 
on an assured reasonable profit, and 
the consumer could not be assured a 
reasonably constant purchasing power 
for his wages. 

The Administration then would seem 
to be fully cognizant of the fact that 
just as the severe price declines in the 
past have produced profound disturb- 
ances in the economic system, in creat- 
ing maladjustment in prevailing costs 
of the various factors of production 
and in disorganizing all the world mar- 
kets, so do sharp price rises tend to 
produce undesirable dislocations in the 
economic system. 


Factors Affecting the Situation 


The answer to the question of the 
future of commodity prices will depend 
principally upon three factors: 


(1) The world gold situation. 

(2) The American gold policy. 

(3) The success or failure of mone- 
tary management by the United States 
and other principal countries. 


It has long been recognized by mone- 
tary experts that if there is to prevail 
anything like stability of the value of 
money over a long period of years, a 
clearly stabilized relation between the 
rate of increase of the total volume of 
currency and credit and the rate of in- 
crease of the annual production of 
wealth must be maintained. Since, how- 
ever, from the point of view of the 
world economy, the most important fac- 
tor under normal conditions determin- 
ing the volume of credit expansion is 
the increase in the world’s gold sup- 
plies, it would seem, under normal con- 
ditions of international trade and capi- 
tal flows, that the most important 
determinant of the future course of 
commodity prices would be the relation 
between the annual production of 
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wealth and the increase of the gold 
supply; instead of relating the increase 
in annual wealth production to the in- 
crease of the gold supply it might be 
more reasonable to relate the increase 
in annual wealth production to the an- 
nual increase in the volume of mone- 
tary stocks available for credit expan- 
sion. 

Careful studies by Professor Cassel 
and Mr. Kitchin have semed to indi- 
cate that there is a close long-time cor- 
relation between changes in world’s 
monetary gold stocks and changes in 
the wholesale commodity price level. 
On the basis of their calculations the 
assumption has come to be rather gen- 
erally held, that under normal condi- 
tions of international trade, a net an- 
nual addition to the world’s monetary 
gold stocks of somewhere in the neigh- 
borhood of 3 per cent. was necessary to 
maintain stability in the wholesale 
price level. 

Bearing out this general belief is the 
statement of the League of Nations’ 
Gold Delegation in their 1932 report in 
their discussion of the problem of gold 
shortage. At that time the statement 
was made that: 


We wish at this point to record our 
opinion that the world’s total stock of 
monetary gold, apart from any considera- 
tions as to its distribution among different 
countries, has at all times in recent years 
been adequate to support the credit struc- 
ture legitimately required by world trade, 
and that the rapid decline in prices which 
began in 1929 cannot be attributed to any 
deficiency in the gold supply considered 
in this sense. During the six years from 
the end of 1925 to the end of 1931 the 
world’s central gold reserves increased from 
about $9,150,000,000 to about $11,350,000,- 
000, or at an average rate of 3 2/3 per 
cent. per annum. Since this rate is not 
lower than the generally accepted normal 
rate of growth of production and trade in 
the gold-using countries as a whole, and 
since, in addition, certain economies were 
made in the use of gold, at any rate in the 
earlier part of the period considered, ther’ 
seems to be little ground for believing that 
the total supplies of gold available for 
monetary use have not been sufficient to 
meet all reasonable demands. 

Total monetary gold stocks, excluding 
gold hoards in all Asiatic countries and 
Egypt, but including the approximate 
amount of monetary gold held outside cen- 





OF PROTECTION AND 
PROFITS FOR BANKS 
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—LAWRENCE SYSTEM field warehousing 


For the more than 21 years of 
LAWRENCE SYSTEM operation, our 
warehouse receipts have withstood 
every test for validity and security 
against third-party claims. They have 
proved wholly adequate protection 
for loans under hundreds of cases of 
receivership and bankruptcy. 


Moreover, LAWRENCE SYSTEM 
operations go beyond all legal re- 
quirements. A million-dollar insur- 
ance policy, the largest of its kind 
ever issued, is carried for the benefit 
of banks holding LAwRENCE SysTEM 
warehouse receipts. You would be 
fully protected by this insurance if 
the validity of our warehouse receipts 


were ever attacked or if we failed to 
establish and maintain bailment, or 
if we failed in any other way to live 
up to our legal liability as warehouse- 
men. This policy is continuously in 
force, yet no bank has ever had to 
avail itself of this added safeguard. 


Best of all is the fact that this 
superior service costs your bank 
nothing. It can be used in connec- 
tion with almost any commercial 
account. For information on specific 
problems, consult Dept. BB-1 of our 
nearest office. And write for free 
copies of the explanatory booklet, 
““Warehouse Receipts as Collateral.” 


Creating Commodity Paper Against I nventory 


A. T. Gipson, President 
Member: AMERICAN WAREHOUSEMEN’S ASSOCIATION— Since 1916 


NEW YORK: 52 Wall St. CHICAGO: One North LaSalle St.e BUFFALO: Liberty Bank Building 
BOSTON: 49 Federal St.e KANSAS CITY, MO: Commerce Trust Bldg.» DALLAS: Santa Fe Bldg. 
HOUSTON: 601 Shell Bldg.* LOS ANGELES: W. P. Story Bldg.e SAN FRANCISCO: 37 Drumm St. 
FRESNO, CALIFORNIA: 2030 Anna Street * PORTLAND, ORE: U. S. National Bank Building 
SPOKANE: 155 South Stevens e SEATTLE: 1014 Fourth Avenue South * HONOLULU, T. H. 


CERTIFIED ON CHECKS...LAWRENCE ON WAREHOUSE RECEIPTS 
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tral gold reserves elsewhere, would appear 
to have increased in the same period from 
some $10,250,000,000 to approximately $12,- 
500,000,000, or at an average rate of 31/3 
per cent. per annum, 


If the statistics presented at the time 
of the Gold Delegation’s Report are to 
be accepted as indicating that the 
world’s monetary gold stocks were ade- 
quate to maintain the pre-1929 level of 
commodity prices, then the increase in 
the past several years in the value of 
gold production, and in the increase in 
the value of existing gold stocks as a 
result of the various currency devalua- 
tions, should theoretically result in a 
commodity price level structure mark- 


edly above the pre-1929 level. 


The Increased Production of Gold 


In this connection the statistics indi- 
cating the astonishing increase in the 
world’s gold production are of decided 
interest. Since 1929 the world output 
of gold has risen by more than 50 per 
cent., and by almost 200 per cent. if 
valued in currencies which have depre- 
ciated by 40 per cent. 


Woritp GoLtp PRODUCTION 


(Thousands of ounces of fine gold) 


At $20.67 an ounce the value of world 
gold production for 1929 was 407 mil- 
lion dollars; at $35 an ounce the value 
of world gold production for 1936 was 
1222 million dollars. 

The marked increase in Russian gold 
production is indicated in the accom- 
panying table. Since 1929 Russia has 
come to occupy a position second only 
to South Africa in the volume of its 
gold output, and is currently producing 
gold at a rate in excess of the combined 
gold production of the United States 
and Canada. 


Russtan Gotp PRODUCTION 
(Thousands of ounces of fine gold) 


At $20.67 an ounce the value of Rus- 
sian gold production in 1929 was 22 
million dollars; at $35 an ounce the 
value of Russian gold production for 
1936 was 285 million dollars. 

As an index of the outlook for world 
gold production over the next five years 
are the estimates by the chief of the 
Soviet Trust that by 1940 Russian pro- 
duction would reach the present level 
of the Union of South Africa; between 
10 and 11 million ounces, and the es- 
timate by the Union Corporation of 
South Africa that production in the 
Union of South Africa should steadily 
expand and may possibly approach the 
15 million ounce mark within the next 
five years. It is not at all surprising, 
then, that in the March, 1936, annual 
report of the Bank for International 
Settlements, the statement is made that 
“the current supply of gold from the 
mines is already so large and holds 
out such a prospect of further increases, 
that within a short time the world may 
be faced, not with scarcity but with an 
abundance of gold greater than has 
ever before been experienced.” 

The present world gold situation 
would therefore seem to promise an 
ultimate commodity price rise to levels 
beyond those reached in the pre-1929 
period, given a return to normal con- 
ditions in international trade and capi- 
tal movements. It is of more than aca- 
demic interest under present conditions 
to attempt to explain why the relative 
stability of world commodity price 
levels could not be maintained at the 


1923-28 level. 

As far back as 1928, an important 
body of informed opinion believed that 
gold prices in the 1922 to 1928 period 
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were inflated and had to fall ultimately 
to pre-war. levels. The reason given 
for this assumption was that there did 
not exist in the world a sufficient mone- 
tary gold stock to support the price 
level some 50 per cent. above the pre- 
war level and a further conclusion 
reached by some was that even if the 
dollar had been devalued in 1922, a 
substantial decline in gold prices could 
not have been avoided. 

Probably the real reason for the in- 
evitable necessity for a decline in gold 
prices was not the fact that there was 
not in existence a sufficient volume of 
monetary gold stocks to support the 
1922 to 1928 price level. The true an- 
swer is probably to be found in the 
abnormal demand for gold in the post- 
war period. This demand for gold 
came from two sources: 

(1) The increased demand by central 
banks under the influence of current 
economic opinion that the maintenance 
of relatively high fixed reserve ratios 
was essential for monetary control, and 

(2) The increased international 
liquidity of capital funds, resulting in 
the first place in the withdrawal of 
funds from long-term investments in 
various centers and the pressure of these 
funds for short-term investment in spe- 
cific money centers and in the further 
consequence that the money centers to 
which these short-term funds flowed 
found it advisable to exclude the gold 
inflow, resulting from the capital fund 
inflow, from forming any important 
part of the credit base. 

When the League of Nation’s Gold 
Delegation presented its report in 1932, 
they recommended a reduction in cen- 
tral bank reserve ratios, because they 
considered a possible future shortage of 
gold supplies as a contingency to be 
reckoned with. In this connection sev- 
eral computations were made of avail- 
able free gold to meet unfavorable bal- 
ances of payments under certain 
conditions. The data indicated that the 
total of the notes and other sight lia- 
bilities of central banks and similar in- 
stitutions (excluding those in the Union 
of Soviet Socialist Republics) amounted 
at the end of 1930 to about 2214 bil- 


lion dollars; their gold reserves to 
about 11 billion dollars, and their legal 
minimum gold requirements to 734 
billion dollars or some 35 per cent. of 
their sight obligations. The amount of 
free gold above the legal minimum re- 
quirements thus aggregated over 3 bil- 
lion dollars. If, however, these mini- 
mum gold requirements were lowered, 
so as to correspond to an average ratio 
of say 25 per cent. of total sight ob- 
ligations, the amount of free gold 
available for international payments 
would have aggregated over 5 billion 
dollars for 1930-1931. If the average 
ratio had been 20 per cent. the cor- 
responding figure for available free 
gold would have been about 6% billion 
for the same period. 

In this connection it is interesting to 
place against this estimate of all so- 
called “free” gold that would be avail- 
able for meeting unfavorable interna- 
tional balance of payments the estimate 
made by a reputable monetary author- 
ity that in 1930 there was outstanding 
over 12 billions of dollars of interna- 
tional short-term liquid funds. 

It can be readily understood that 
such an extraordinary volume of out- 
standing short-term funds representing 
short-term claims on the principal coun- 
tries of the world would necessarily re- 
sult in undesirable dislocations in the 
economic structure of the various coun- 
tries whenever pressure for repatria- 
tion of such funds should occur. 


It would seem that the world eco- 
nomic recovery in the post-war period, 
up to the fall of 1929, was of such a 
nature that there was no pressure for 
repatriation of expatriated funds. On 
the contrary, particularly in the latter 
part of that period, the pressure in im- 
portant centers was the other way, 
namely, to exchange long-term domestic 
investments for foreign short-term in- 
vestments including bank deposits in 
some cases, 

Thus, since gold payments were the 
ultimate means for the settlement of 
international transactions, the pressure 
of expatriation of investments in vari- 
ous centers, and the subsequent repatria- 
tion of these expatriated funds, on the 
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gold and credit structure in those cen- 
ters inevitably brought about a collapse 
of the international credit and price 
structure. 

It is generally recognized that for 
the mechanism of the international bal- 
ance of payments to work satisfactorily, 
it is necessary that conditions be estab- 
lished which induce domestic long-term 
investment in the important financial 
centers and reduce the urge for liquid- 

ity and for capital expatriation. 

' An excellent statement of this aspect 
of the problem is presented in the July, 
1932, resolution of the board of direc- 
tors of the Bank for International 
Settlements. The resolution in part 


stated: 


To permit the machinery of the interna- 
tional balance of payments to function 
anew satisfactorily, it is necessary to re- 
establish a reasonable degree of liberty in 
the movement of merchandises, the exchange 
of services, and the possibilities for the 
circulation of capital; to complete the so- 
lution which the negotiators have reached 
at Lausanne on the problem of reparations 
by giving an equally satisfactory solution 
to the problem of war debts; and to en- 
deavor to secure in each country the estab- 
lishment and maintenance of internal equi- 
librium, simultaneously for budgets, cost 
prices, and national organization of finan- 
cial markets. 


The attainment of such conditions 
would restore the world to the condition 
where, with normal conditions in in- 
ternational capital movements, the prin- 
cipal factors responsible for causing 
substantial gold outflows from any spe- 
cific .country would be either when a 
country’s balance of trade ran heavily 
against it, or when domestic money 
rates were permitted to fall far below 
the level of money rates in the prin- 
cipal foreign money centers. The con- 
ditions inducing such gold flows could, 
under the conditions given, be remedied 
in important part by effective central 
bank monetary management. 


An important aspect of the pre-1929 
gold situation was the problem of mal- 
distribution of the world’s gold mone- 
tary stocks. Some authorities have 
claimed that either there was no mal- 
distribution of the world’s stocks of 
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monetary gold or else that if there were 
any maldistribution, it was not an im- 
portant factor in the decline of the gold 
price level. Thus, in 1932, Professor 
Kemmerer made the computation that 
the world’s stock of monetary gold 
amounted to about 11.4 billion dollars 
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‘With the prospect over the next 
few years for a balanced budget and 
the assurance that the unemployment 
insurance fund will be in the market 
for Government securities in ever- 
increasing proportions, the volume of 
bank deposits, so far as they have 
resulted from a governmental ‘defi- 
cit’ financing, must sooner or later 
decline. In other words, the time 
will have come when the commercial 
banking system will have to increase 
its loans on commercial or collateral 
account, and its investments in other 
than Government securities, if the 
outstanding volume of deposits is not 
to decline to a point where deflation- 
ary consequences upon the price level 
are to be anticipated. That this is 
a serious problem for our monetary 
management authorities cannot be 
questioned. It is one thing to have 
as an objective a rise in price level, 
it is another thing to make the con- 
ditions under which prices can stay 
at the given objective.’’ 


and of this amount, the United States 
had approximately 35 per cent., France 
about 26 per cent. and the rest of the 
world 39 per cent. He went on further 
to say that “the best statistical evidence 
we have seems to show that the United 
States in a normal year does about 35 
per cent. of the total amount of business 
done in the advanced countries of the 
world; so that our present percentage 
of the world’s stock of monetary gold 
is only about our per cent. of the total 
business done in these advanced coun- 
tries of the world.” 

The answer to the gold maldistribu- 
tion problem and its relation to the 
level of commodity prices will depend 
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upon whether we look upon the total 
of monetary gold stocks as an aggre- 
gate, and consider this aggregate as 
available to form part of the credit 
base, or whether we consider only that 
part of the monetary gold stock that is 
available to form part of the credit 
base, as the part which was not tied up 
by the various credit control mechan- 
isms resulting from the pressure for 
liquidity of capital funds both in this 
country and abroad. 

If we take the former view, the avail- 
able statistics indicate that in the pre- 
1929 period there was no evidence of 
an enduring scarcity of gold, and that 
the evidence: at that time was that there 
was an abundant supply of monetary 
gold and that without, any devaluation 
of gold monetary units at all the com- 
modity price level in gold standard 
countries should have remained at the 
pre-1929 level, or in case of a decline 
in the price level should have returned 
to that level. 

If however, 


we accept the latter 


view, namely, that gold maldistribution 


was an effective factor in the interna- 
tional credit and price breakdown, we 
should consider as part of the problem 
the factors which were responsible for 
such gold maldistribution. In that 
case the conclusion would be reached 
that the increased importance of Lon- 
don and New York in so-called interna- 
tional deposit banking consequent upon 
the abnormal increase in international 
short-term funds, necessitated an _ in- 
crease in the demand for gold not as a 
basis of credit expansion, but as so- 
called “excess reserves” of the central 
banks as distinct from “excess reserves” 
of the commercial banking system. 
Thus to illustrate the point further, 
let us assume that investors in France 
should decide to liquidate their long- 
term investments in France and send 
the proceeds to the United States. Let 
us further assume that the volume of 
such expatriated funds aggregates one 
billion dollars, and that the entire in- 
vestment outflow takes the form of gold 
exports from France. If the monetary 
authorities in the United States should 
prevent this gold from forming part 
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of the credit base but should hold it as 
excess gold to meet the eventual re- 
patriation of French funds, then the 
gold which in France formed the base 
for credit expansion of perhaps 3 bil- 
lion dollars, now is sterile so far as 
credit expansion is concerned. A credit 
and price deflation in France is there- 
fore inevitable if expatriation of French 
funds reaches such large proportions; 
and a credit expansion in the United 
States is prevented from developing to 
a point where either a decline in money 
rates or a rise in commodity prices ren- 
ders repatriation profitable. 

The ultimate result then is that while 
the aggregate world’s monetary gold 
stocks may be sufficient. to prevent a 
marked decline in the world commodity 
price level, nevertheless the demand for 
gold increases to a point which does 
not permit an effective credit expansion 
incident to world business requirements 
and necessary to maintain stability in 
the commodity price level. 

From the point of view of the aggre- 
gate monetary gold stocks outstanding 
and prospective additions to world 
monetary gold stocks over the next sev- 
eral years, it can be appreciated that 
the world would under normal condi- 
tions have a sufficient gold supply to 
take care of an increase in the volume 
of business considerably above the 1929 
level and with a price level at least as 
high as the pre-1929 average. However, 
the world has permitted the develop- 
ment of an international financial sys- 
tem which involves not only the annual 
payment of large sums by debtor to 
creditor countries, but also so far as 
the leading monetary centers are con- 
cerned has placed no obstacles in the 
way of free movement of capital that 
represent not the payment of debt ob- 
ligations but create a debtor obligation 
on the part of the receiving countries, 
with the result that the aggregate move- 
ments of capital must necessarily keep 
the world’s financial balance out of 
equilibrium and prevent any continued 
sound world rise of commodity prices 
for any length of time. 

It is of course a consummation de- 
voutly to be desired that the world 
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should witness a return to normal in- 
ternational capital movements. If in- 
vestors in various centers now so busily 
engaged in transferring their capital to 
foreign centers could be induced to re- 
patriate their funds in substantial pro- 
portions and so effect a better distribu- 
tion of the world’s gold, and if 
international economic conditions could 
settle down to a more stable basis and 
foreign lending in liberal volume on 
the part of England and the United 
States could be encouraged, the outlook 
for a substantial rise in the world com- 
modity price level might conceivably 
be in the picture. For in this event the 
various foreign centers withdrawing 
their gold from those centers where it 
is now sterilized would put the gold 
back to work as effective monetary 
base. It is true of course even in this 
instance that the degree of the price 
rise may be limited by the fact that the 
world has begun to feel that reserve 
balances at the central banks should be 
maintained at high proportions. 


It is not difficult to appreciate why 
under existing conditions the large in- 
creases in monetary gold stocks may 
not be of inflationary consequence. 
Whereas under normal conditions of in- 


ternational trade and _ international 
capital movements the countries engaged 
in international deposit banking could 
be satisfied with a reserve of 10 per 
cent. or even 20 per cent. against for- 
eign short-term claims, yet under 
present conditions of international eco- 
nomic uncertainty these same countries 
have come to feel it incumbent upon 
them to keep what in effect is a 100 
per cent. reserve against foreign short- 
term claims, with the result that none 
of the gold that represents the inflow 
of foreign capital for deposit or short- 
term investment can be considered 
freely available as a base for credit ex- 
pansion. 

If, for example, with existing mone- 
tary gold stocks, the central banks of 
those countries engaged in international 
deposit banking should consider the 
same reserve requirements applicable 
to all deposits, both domestic and for- 
eign, then the base would be laid for 
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a credit inflation and for a price rise 
of unwieldy proportions. But such is 
to all practical effect not the current 
practice. 

That the monetary managing author- 
ities in the United States fully recog- 
nize the inflationary potentialities in- 
herent in that country’s increased gold 
stocks can be realized by the effective 
measures which they have taken to pre- 
vent gold inflows from forming part of 
the credit base. By increasing member 
bank reserve requirements, some three 
billion dollars of excess member bank 
reserves resulting from the inflow of 
gold have been prevented from forming 
a base for credit expansion by the com- 
mercial banking system, and by the sale 
of Treasury bills, the Treasury has pre- 
vented some 800 million dollars of ad- 
ditional gold inflow from forming part 
of the member bank reserve structure. 
The result is that undue credit expan- 
sion on the basis of the large gold in- 
flows of the past several years is pre- 
vented from developing. 

If, for example, to take the case of 
the United States alone, we should con- 
sider that of the 12 billion dollar mone- 
tary gold stock, some 4 billion dollars 
are to be considered as representing 
foreign short claims against our de- 
posits, then we should subtract this 4 
billion dollars from the monetary gold 
that is available for credit expansion. 
It can be seen that the presence in a 
country of large monetary gold stocks 
is not necessarily a guarantee of a con- 
tinuous rise in commodity prices. On 
the other hand, it is to be remembered 
that excessive sterilization of a coun- 
try’s gold reserves may bring a period 
of business expansion and commodity 
price rise to an end long before any 
appreciable drain on the country’s bank 
reserves develops. 

In other words, the United States 
is pursuing in the present period a 
policy which amounts in all practical 
effect to removing increases in mone- 
tary gold stocks as a factor in com- 
modity price movements, and is at- 
tempting, through regulating the volume 
of credit outstanding, to control an un- 
desirable rise in commodity prices. It 





110 


would seem that the objective of mone- 
tary management in the United States 
and in other countries in preventing 
sharp rises in the level of commodity 
prices is part of the major objective to 
prevent a sharp rise in the level of 
long-term money rates. The degree of 
price rise that can be expected to de- 
velop over the next several years will 
depend upon how effectively monetary 
management in the United States and 
other leading monetary centers will be 
successful in preserving low long-term 
money rates and in stimulating an in- 
creasing volume of business and in- 
creasing reémployment without permit- 
ting the development of inflationary 
tendencies. 

It is not altogether clear, however, 
what level of commodity prices is con- 
sidered as the desirable objective in the 
light of the prevailing ideas as to the 
desirable level of long-term money 
rates. An important factor in the ques- 
tion is the rate of growth of member 
bank credit that may be expected with 
the continuance of business recovery in 
the United States. 

Whether the normal growth of credit 
over the next few years will be the same 
in degree as it was in the pre-1929 
period is not at all certain. It is clear 
that under present conditions the vol- 
ume of deposit credit outstanding in 
the United States is more than sufficient 
with a moderate increase in the velocity 
to take care of a normal volume of 
business at current or moderately 
higher price levels. If the desire is to 
obtain a price level markedly higher 
than the current level, then it would 
seem that some increase in domestic 
owned deposits or a substantial in- 
crease in their velocity must material- 
ize. For it is not the aggregate of out- 
standing deposits that is to be consid- 
ered as available to finance industry 
and trade. Deposits that represent 
foreign claims must be considered as 
“dead” deposits, and with an anticipated 
increase in volume of business some in- 
crease in “domestic” deposits may have 
to be created. 

With the prospect over the next few 
years for a balanced budget and the 
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assurance that the unemployment in- 
surance fund will be in the market for 
Government securities in ever-increas- 
ing proportions, the volume of bank 
deposits, so far as they have resulted 
from a governmental “deficit” financ- 
ing, must sooner or later decline. In 
other words, the time will have come 
when the commercial banking system 
will have to increase its loans on com- 
mercial or collateral account, and its 
investments in other than Government 
securities, if the outstanding volume of 
deposits is not to decline to a point 
where deflationary consequences upon 
the price level are to be anticipated. 
That this is a serious problem for our 
monetary management authorities can- 
not be questioned. It is one thing to 
have as an objective a rise in price 
level, it is another thing to make the 
conditions under which prices can stay 
at the given objective. 

Looking forward to such develop- 
ments it would seem that in their credit 
restrictive efforts the monetary manage- 
ment authorities in the United States 
must be careful not to overshoot the 
mark and exercise an excessive defla- 
tionary influence on the commodity 
price level. Sooner or later a reversal 
of our gold sterilization policy is in- 
evitable, and we shall have to permit 
the increment to our gold stocks to have 
its full influence on credit expansion, 
an influence which in the light of the 
high level of reserve requirements will 
be markedly less than that obtained in 
the pre-1929 period. 

By overshooting the mark our mone- 
tary management authorities, in en- 
deavoring to prevent an undue rise in 
commodity prices in the interest of 
maintaining low long-term money rates, 
may find that they will be exerting 
enough of a deflationary force on our 
commodity price level as to increase the 
relative undervaluation of the dollar 
vis-a-vis some leading foreign curren- 
cies, and so, instead of encouraging an 
outward gold flow, result in an in- 
creased gold inflow and consequent de- 
flation of the commodity price level in 
foreign countries. 





An Adventure 


in Small Loans 


By Ratpw W. MANvuEL 
President, the Marquette National Bank, Minneapolis, Minn, 


N this article I shall relate certain 

experiences that we are finding 

interesting at the Marquette in the 
making of small loans. There are 
three features of our practice that are 
somewhat unique and may, therefore, 
be of some general interest: First, we 
call all of these loans by a new and de- 
scriptive name — “Income Advances.” 
Second, we make separate charges for 
interest, service, and risk. Third, we 
make a type of loan that other banks 
do not make—a wholly unsecured loan 
without co-makers or endorsers. 

The term “Income Advance” is ap- 
plied to all of these loans because it 
appears to be more accurately descrip- 
tive than the names that are ordinarily 
used, and places the emphasis where 
it belongs. It is the expectation of 
the borrower and the bank that his 
advance will be paid from the bor- 
rower’s current income. The _ bank 
may have background security in a 
chattel mortgage on a car, or in the 
signatures of co-makers or endorsers, 
but the bank does not. wish to take 
men’s automobiles away from them, 
nor does it desire to become the owner 
of automobiles; least of all does it 
wish to collect the borrower’s note 
from his co-makers or endorsers. 


The bank, therefore, makes a loan 
only to a borrower whose reasonably 
certain income appears to be sufficient 
to insure his ability to make his 
monthly payments comfortably. What 
the bank actually does is to advance 
to the borrower income which is al- 
ready in sight, but is not yet available. 
The old practice of calling such ad- 
vances “character loans” created in 
the public mind a most unfortunate 
notion that every honest man is entitled 
to borrow money at a bank, and even 


Condensed from a recent address to the 
Wisconsin Bankers Association. 


caused bank loan officers to lose sight 
of the true basis upon which the loans 
should be made. Character, of course, 
is an indispensable background for 
credit, but it is background only. 
Debts are not paid out of character, 
they are paid out of income. A bank 
may properly monetize a man’s assured 
near future income but it may not 
monetize his character. 


‘“We have made co-maker loans 
for nearly a dozen years, but we 
have never developed a substan- 
tial volume of this sort of paper, 
and we now have almost ceased 
to make these loans at all. The 
practice of signing other person’s 
notes would not be good business 
for you or for me, and I doubt 
that it is good business for these 
men and women with slender re- 
sources and modest incomes. 
Moreover, collecting a debt from 
a man who has received no bene- 
fit from it is apt to be a difficult 
and odious task, and is apt to 
leave a very bad taste in the 
mouth of the man who is com- 
pelled to pay.’’ 


Everybody thinks he has good char- 


acter, and if a bank undertakes to 
make character loans everybody thinks 
he is entitled to borrow, and if his 
application is declined feels that his 
character has been attacked. When, 
on the other hand, a bank undertakes 
to make Income Advances, persons 
without adequate incomes seldom 
apply, and when they do apply it is 
comparitively easy for a tactful loan 
officer to show them, without offense, 
why they are not eligible. The use 
of this accurately descriptive term 
places the emphasis correctly, and 
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helps the public to understand the 
nature of the transaction. 

One of the most ticklish problems 
involved in the making of loans or 
advances in small amounts to be re- 
paid in monthly installments is that of 
fixing charges that are fair to all 
borrowers; provide the bank with ade- 
quate compensation for operating this 
very expensive type of loan service, 
and do not appear to the public to 
be excessive. Most banks seek to se- 
cure adequate compensation by charg- 
ing a rate of interest that is two or 
three times as high as they charge 
upon their ordinary commercial loans. 
This plan has the virtue of simplicity, 
but is grossly inequitable as between 
borrowers of larger and smaller sums, 
and is likely to result in a so-called 
interest rate that appears high to the 
public. 

You and I know that, for each loan 
or advance, the bank must receive 
compensation for the use of the funds 
loaned; compensation for making and 
servicing the loan, and compensation 
for underwriting the risk involved, but 
the public thinks only of the first item 
and assumes that the interest rate 
charged by the bank is simply com- 
pensation for the use of the funds. 

It is our practice to charge a uni- 
form bare interest rate on all types 
of installment advances, and a service 
charge to cover the cost of making 
and servicing the advances and, in 
the case of unsecured advances without 
co-makers, a risk premium to provide 
for inevitable losses. Our present in- 
terest charge on all these types of 
installment advances is 3 per cent. per 
annum computed upon the net amount 
received by the borrower for the 
entire period over which the payments 
are spread. If the borrower receives 
$200 to be repaid in twelve equal 
monthly payments our present interest 
charge is $6, or approximately 6 per 
cent. on the net reducing balances. 
This charge will vary with the fluctua- 
tions in prevailing interest rates. The 
borrower, if he does not carry a check- 
ing account with the bank, also pays 
a flat service fee of $5 without regard 
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to the size of the advance. 
fee, $3 is designed to cover the cost 
of determining the borrower’s credit 
worthiness, negotiating the loan, and 


Of ' this 


putting it on the bank’s books. The 
remaining $2 is designed to cover the 
cost of collecting the twelve monthly 
payments and the bookkeeping involved 
therein, at the rate of 16-2/3 cents a 
payment. This makes the total charge 
for a $200 secured advance or co- 
maker advance payable in_ twelve 
monthly payments, $11 if made to a 
borrower who does not carry a check- 
ing account with the bank, $6 if made 
to one of our own checking account 
customers, 

This service charge of $5 is the 
same for a hundred dollar loan as 
for a thousand dollar loan, because 
the cost of making and servicing the 
loan is not materially affected by its 
size. We feel justified in exempting 
from the service charge borrowers who 
carry checking accounts with the bank 
because they are already profitable 
customers, since depositors who do not 
carry compensating balances pay an 
adequate monthly service charge. 


Our most important departure from 
the practice of the past is in making 
income advances to persons who 
pledge no security and provide no 
co-makers or endorsers except, of 
course, the spouse. For determining 
the eligibility of applicants for these 
unsecured income advances, we have 
developed rather definite criteria, and 
a graduated scale of risk premiums 
based upon the apparent risk char- 
acteristics of the advances. To be 
rated as a preferred risk a borrower 
must meet the following five require- 
ments. 


1. He must have an income of at 
least $1000 a year if unmarried, and 
at least $1200 a year if matried, with 
at least $100 a year in addition for 
each dependent child or parent. 


2. The applicant’s present em- 
ployment must be of a dependable 
nature, and must have continued over 
a period of at least twelve months. 
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3. His past paying record must 
show at least as many instances of 
prompt payment as of slow pay- 
ment, and his record must reveal no 
behavior that is worse than slow. 


4. All of the applicant’s current 
obligations, payable within the year, 
including the advance sought, but 
not including ordinary monthly pay- 
ments on a home, must not exceed 
20 per cent. of the borrower’s annual 
income. 


5. The applicant must not be ob- 
ligated on any other person’s debt. 


These criteria, of course, are not 
to be applied blindly and arbitrarily. 
For instance, an applicant may have 
been in his present employment only 
six months, but may have a long 
record of continuous employment in a 
similar previous position, and our in- 
formation from the employer may be 
such as to assure us that his employ- 
ment is reasonably permanent. Then, 
too, some deficiency in one of these 
requirements may be offset by excess 
in another. 


If the applicant, who is otherwise 
eligible, meets these five standard re- 
quirements he is regarded as a pre- 
ferred risk, and is required to pay 
into a life insurance and loss reserve 
fund a risk premium equal to 2 per 
cent. of the amount of his advance. 
Out of the fund so created we pay a 
life insurance company the premium 
covering insurance on the life of each 
borrower to the full extent of his 
indebtedness to the bank, and the re- 
mainder of the fund is available to 
absorb such occasional losses as will 
inevitably arise from causes other than 
death. 

If the applicant is able to meet only 
four of the five standard requirements 
we may. still make the advance, and 
in that event his risk premium is 3 
per cent. instead of 2 per cent. He 
may even fail to meet two of these 
requirements and still get his advance, 
in which case he will be required to 
pay 4 per cent. or possibly 5 per cent. 
as a risk premium. 
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Here, you see, we are seeking to 
avail ourselves of the example set by 
the life insurance companies who have 
demonstrated that a sound business 
may be built even in underwriting risks 
that are practically certain to mate- 
rialize into losses. They have found 


that it is only a matter of securing a 
premium that is adequate to the risk. 
It would appear that it is theoretically 


‘‘The old practice of calling 
such advances [small loans] 
‘character loans’ created in the 
public mind a most unfortunate 
notion that every honest man is 
entitled to borrow money at a 
bank, and even caused bank loan 
officers to lose sight of the true 
basis upon which the loans should 
be made. Character, of course, 
is an indispensable background 
for credit, but it is background 
only. Debts are not paid out of 
character, they are paid out of 
income. A bank may properly 
monetize a man’s assured near 
future income but it may not 
monetize his character.’’ 


possible for banks to make loans in- 
volving a very high degree of risk 
if each bank has a sufficient volume of 
business to provide a proper averaging 
of risks, and if the bank collects risk 
premiums that are adequate to cover 
the risk underwritten. There is, of 
course, the practical difficulty of cor- 
rectly classifying the loans in groups 
of similar risk characteristics, and of 
assigning to each group adequate risk 
premiums. Our experience is so 
limited, and our technique so crude 
that it cannot be said to prove any- 
thing, but constitutes only a sugges- 
tion of what may possibly be done. 

We have made somewhat more than 
two thousand of these advances, ag- 
gregating about $400,000 over a period 
of two years. We have collected risk 
premiums of about $10,000. About 
$2500 of this sum is required to pay 
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the life insurance premiums, and ap- 
proximately $7500 is available for 
other losses. During the period we 
have charged to this reserve approxi- 
mately $2500 of defaulted paper. This 
sum, of course, is not all the defaults 
that will arise out of the advances thus 
far made, but, on the other hand, the 
$2500 is by no means all loss. Several 
of these advances are already being 
paid, and we are rather confident that 
at least half of them will eventually 
be paid. Perhaps some notion of the 
character of the paper charged to this 
reserve may be had when [ tell you 
our practice in that respect. At the 
end of each month we charge to re- 
serve every note that has a payment 
thirty days delinquent and upon which 
no full monthly payment has been 
paid during the month. This is 
rather sharp charge-off practice for 
installment loans, and quite naturally 
results in our charging to reserve notes 
that are only slow. Practically all of 


these delinquencies arise by reason of 
illness or unemployment, usually of a 


more or less temporary nature. 


Our unsecured income advances are 
limited to 10 per cent. of annual in- 
comes up to $2000, 1214 per cent. of 
annual incomes between $2000 and 
$3000, 15 per cent. of annual incomes 
between $3000 and $4000, 1714 per 
cent. of annual incomes between $4000 
and $5000, and 20 per cent. of annual 
incomes above $5000. This schedule, 
as you see, is built upon the theory 
that borrowers with the larger incomes 
can comfortably spare larger portions 
of their annual incomes for the pay- 
ment of advances. 

Perhaps I should now summarize 
this data in regard to charges: Install- 
ment borrowers whose advances are 
secured by chattel mortgages on auto- 
mobiles, or supported by co-makers or 
endorsers, and who carry checking 
accounts with the bank, pay a naked 
interest rate of 3 per cent. per annum 
computed upon the net amount received 
by the borrower for the whole period 
over which the payments are spread. 
A borrower whose advance is similarly 
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secured, but who does not carry a 
checking account in the bank, pays, in 
addition, a flat service charge of $5. 
A borrower who carries a checking 
account with the bank and provides 
no security or co-makers, pays an in- 
terest rate of 3 per cent. per annum on 
the whole sum for the whole time, 
plus a life insurance and loss risk 
premium of 2 per cent. of the amount 
of the advance, or more. A borrower 
who does not carry a checking ac- 
count in the bank, and does not pro- 
vide security or co-makers, pays the 
3 per cent. interest, the $5 service 
charge, and the life insurance and 
loss risk premium. 


Our experience thus far leads us to 
believe that the $5 service charges 
adequately cover the cost of operating 
the department, and that the life insur- 
ance and loss reserve premiums that 
are now being collected adequately 
provide for losses on the type of 
advances which we now make. This 
means that the interest of nearly 6 
per cent. per annum on the net reduc- 
ing balances, which we collect on 
these advances, is approximately net 
compensation for the use of the funds 
—it is net compensation so far as the 
unsecured advances are concerned. It 
is not quite net so far as the secured 
and co-maker advances are concerned 
because we include the interest on 
these advances with the interest on the 
regular loans of the hank in computing 
our loss reserve at the end of the 
half year. Our loss reserve, which 
we have long been accustomed to set 
up, is 10 per cent. of our interest 
income. If this is adequate for our 
secured and co-maker installment ad- 
vances, we still have something better 
than 5 per cent. net compensation for 
the use of the funds involved. 

Of these income advances payable 
in monthly installments, we like those 
secured by chattel mortgages on auto- 
mobiles best, and we like those sup- 
ported by co-maker notes least. Thus 
far in 1937 we have made income 
advances for the purchase of automo- 
biles at the rate of approximately 
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$100,000 a month. We have made 
co-maker loans for nearly a dozen 
years, but we have never developed a 
substantial volume of this sort of 
paper, and we have now almost ceased 
to make these loans at all. The prac- 
tice of signing other persons’ notes 
would not be good business for you 
or for me, and I doubt that it is good 
business for these men and women 
with slender resources and modest in- 
comes. Moreover, collecting a debt 
from a man who has received no bene- 
fit from it is apt to be a difficult and 
odious task, and is apt to leave a 
very bad taste in the mouth of the 
man who is compelled to pay. 

It is true that the co-maker may be 
of great assistance to the bank without 
paying out any of his own money, 
through the pressure that he exerts 
upon the borrower. As a matter of 
fact, however, the pressure exerted by 
the bank is usually sufficient to cause 
most borrowers to pay if they can pay. 
I am inclined to think, too, that re- 


quiring co-makers creates some ill will 


toward the bank even though the 
co-maker is not required to pay. When 
a man’s friend asks him to endorse 
his note that man is in a tough spot— 
he dislikes to sign and he dislikes to 
refuse. He is in a very unhappy state 
of mind and I think that he, at least 
vaguely, blames the bank as well as 
the borrower for his dilemma. It is 
not altogether illogical for him to say 
to himself that the bank’s requirement 
of endorsers or co-makers places an 
unfair burden upon him; that the bank 
is in a better position than he is to 
determine whether or not this man is 
entitled to the loan; if he is entitled 
to it the bank should make the loan 
without the endorser, and if the man 
is not entitled to the loan he certainly 
ought not to endorse the note. I 
doubt that many men reason this 
matter all out, but I am inclined to 
think that many men, under those cir- 
cumstances, experience a vague feeling 
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of hostility toward the bank whose 
requirements put them in this un- 
enviable position. 

It used to be customary for a man 
who became the custodian of other 
persons’ funds to ask his friends to 
sign his bond, but that practice has 
now been supplanted by the much 
sounder practice of paying an insur- 
ance company to underwrite the risk. 
I am inclined to think that it is much 
sounder practice for each borrower to 
pay the necessary cost of insuring the 
risk involved in his own loan than 
for him to ask his friend to under- 
write the risk for him. I have learned 
through our own experience that this 
plan is much more satsifactory to the 
average borrower. Most men greatly 
prefer paying a few dollars’ risk pre- 
mium to asking their friends to sign 
their notes. I hardly need to add that 
it is much more satisfactory to the 
bank to have the funds already on 
hand to take care of defaulted pay- 
ments than to have to collect this 
money from unwilling co-makers. I 
am looking forward to the day when 
we shall have the courage to say that 
no man shall become obligated upon 
a note to our bank who has not shared 
in the benefits of the loan. 


© 


“ON A FIRM BASIS” 


THAT firm basis is work in order to 
create real wealth at wages which will 
allow the production of goods at such 
prices that they can be made available 
in the largest possible quantities to the 
greatest number of people. 

That, and not a so-called higher 
standard of living, artifically insured 
and maintained for only a limited time 
by trade barriers and governmental re- 
strictions and regulations, will lead 
eventually to that greater prosperity 
which is the aim of every one of us.—- 
Jan Telenga, in New York Times. 





“On the Road to Chaos” 


{From the “Clients’ Service Bulletin” of the American Appraisal Company} 


HE litter of sit-down strikes, the 

flouting of the law, the pulling and 

hauling for control of the judiciary 
by the legislative or executive branches, 
the seemingly too-fast rise in com- 
modities, the vagaries in the security 
markets—all combine to make a picture 
reminding us somewhat of that period 
known to undergraduates of many of 
our colleges as “Hell Week.” 

All this may be manifestations of the 
evolutionary processes of social condi- 
tions, of the march to better things and 
the more abundant life. The route to 
such objectives has always seemed to be 
a devious way, but must it be always 
the way of strife? In the main, such 
contentious matters as wages and work- 
ing conditions are possible of settle- 
ment, and certainly easier of settlement 
without the too frequently present in- 
fluence of the political aspect, which 
always has twin objectives: satisfactory 
(?) settlement if possible, partisan sup- 
port in any event. 

If we understand our theory of gov- 
ernment, the matter of property rights 
is clear and the seizure of property by 
sit-downers is an intolerable thing. Its 
condonement by duly appointed agen- 
cies of the law is a spineless expedient 
or a political gesture. It is a marker 
on the road to chaos. 

This country is too good to be per- 
mitted to go to the “demnition bow- 
wows” as a result of struggles for con- 
trol of labor, industry, or votes. It is 
too good to be sacrificed on the altar 
of controversy. 

We believe in good wages, civilized 
working conditions, the right of any 
man or any group of men to strike, to 
organize, to collectively bargain for 
representative groups; but we are either 
old-fashioned enough or American 
enough to believe also in the free- 
country idea and the inalienable right 
of any man to work for his living in 
any legal way he sees fit and for what 
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remuneration he sees fit to accept; that 
property rights should be kept inviolate 
and that no man may forbid you pos- 
session or the legal use and enjoyment 
of your property. We believe that a 
proper order of things must guarantee 
these privileges. 

The Constitution of the United States 
impresses us as the basis of the most 
liberal, sound, and permanent form of 
government human beings have yet been 
able to devise. The idea of a high 
court that is conservative, that is as 
much removed as possible from the in- 
fluence of current legislative fads and 
fancies, that represents a maturity of 
age and experience, that is neither New 
Deal nor Old Deal but truly an “elder 
statesman” group—appeals to us as be- 
ing sound. A young and vigorous 
nation like ours with a tendency to the 
try-anything-once theory, will be much 
better for such a restraining influence. 


© 


OBLIGATIONS OF THE CUSTODI- 
ANS OF WEALTH 


THE thought comes to mind that man- 
agement and capital need, together, to 
recover some of the old religious feel- 
ing toward wealth and money. 

We should like to see the idea more 
widespread among men in executive 
positions that they are not owners of 
the wealth and powers which they 
possess for their comparatively short 
span in affairs, but rather trustees of 
that wealth and those powers for the 
Almighty God. To Him they owe an 
accounting for the “talents” which they 
have been loaned for their tenure on 
life and office. Money so regarded is 
not likely to be administered so as to 
incite the envy or distrust of those whose 
work contributes to its amassing, and 
justice in its administration will beget 
justice in return therefor.—American 


Banker. 
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Bond Investments in a Chetisiein World 


By WituiaMm R. Bices 


Vice-President, Bank of New York and Trust Company 


N one or two recent speeches Mr. 
Leo Crowley, president of the 
F. D. I. C., has indicated that he is 

still old-fashioned enough to believe 
that a land of no-depressions cannot be 
reached on a short cruise. He warns 
us, as bankers, that we must prepare 
ourselves for new depressions, and must 
each maintain a capital cushion sufh- 
ciently large to absorb unfavorable 
shifts in values up to a reasonable basis. 
I wish to discuss certain new factors in 
the investment situation as they affect 
bonds, factors which may threaten the 
capital cushion referred to by Mr. 
Crowley. There have been develop- 
ments in the last two or three years and 
there are things happening today which 
may mean that a minor depression will 
go a long way toward removing our 
cushions, and if we are all not par- 
ticularly careful, we may find that even 
a small depression will entirely remove 
the seat as well as the cushion. 

Any one can and nearly every one 
does complain about taxes, but I am 
going to try not to give you a line of 
general tax chatter. I am going to cite 
specific instances about just how the tax 
situation is undermining the position of 
certain of your investments. 


Higher Taxes 


It is obvious that tax claims come 
ahead of the bondholders’ claims. The 
higher a corporation’s taxes, the more 
it has to earn before there is anything 
for the bondholder, the exception to this 
being the income tax which is based on 
profits after interest. In this connec- 
tion, I would like to give you a few 
figures on the power and light industry 
which, at least in so far as its bonds are 
concerned, has always been considered 


From a recent address before the Vir- 
ginia and West Virginia Bankers associa- 
tions. 


to be one of the best industries in which 
to invest. The figures I quote are from 
the Edison Electric Institute. They in- 
dicate that total taxes of the private 
industry in 1929 were about $188,- 
000,000 and they increased to about 
$283,000,000 in 1936, an increase of 
nearly $100,000,000 or over 50 per 


‘“‘The Government is putting 
constant pressure on many cor- 
porations to reduce depreciation 
charges, and for tax purposes is 
refusing in many cases to allow 
depreciation rates as they now 
stand. If corporations are un- 
able to reinvest excess earnings 
in the business without heavy 
penalty, how can they improve 
manufacturing methods, pur- 
chase new and more efficient ma- 
chinery or improve their plants, 
except through new financing, 
which many small companies are 
just unable to do? Formerly, 
most companies obtained the 
money to do this from earnings 
in excess of dividends, and from 
depreciation reserves, and these 
reinvestments of earnings and 
depreciation in the business 
strengthened the position of the 
bondholder.”’ 


cent. These figures are particularly 
interesting when it is realized that the 
net earnings of the private electric 
power and light industry available for 
bond interest, after depreciation but be- 
fore any taxes, decreased from $1,023,- 
000,009 in 1929 to $1,002,000,000 in 
1936. Taxes thus were 18 per cent. of 
net before interest and taxes in 1929 
and nearly 28 per cent. in 1936. 

We can assuredly assume that the 
$100,000,000 increase in taxes between 
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1929 and 1936 will grow further, for 
as a matter of fact, this increase does 
not include most of the social security 
taxes, nor does it include the new Penn- 
sylvania utility property tax, or the 
New York State gross revenue tax. 
Therefore, my point is that we must 
consider as permanent these increased 
charges of $100,000,000 ahead of our 
interest charges. If we capitalize this 
increase on a 4 per cent. basis, which 
seems reasonable, the effect is equiva- 
lent to putting a bond issue of $2,500,- 
000,000 ahead of our bonds. This 
figure compares with a total estimated 
debt of the private electric power and 
light companies of between $5,500,000,- 
000 and $6,000,000,000. This theoreti- 
cal increased lien ahead of us is equal, 
therefore, to over 40 per cent. of this 
estimated debt. 

When it really comes right down to 
picking unsound taxes, it would be 
practically impossible to select one any 
worse than the undistributed earnings 
surtax. Many of you have bonds in 
your portfolios today which paid inter- 
est through the depression, and which 
have recovered substantially in price, 
and in which there was no default dur- 
ing the depression, but the primary rea- 
son for this was that these companies 
had been able to build up in periods 
of prosperity, reserves to carry them 
through the depression. Companies can 
no longer do this unless they pay a 
very high price in the form of taxes. 
It seems particularly unfortunate that 
industry should not be given an oppor- 
tunity to build up its reserves after such 
a depression as we have gone through, 
and this is especially so as the need for 
reserves under present operating condi- 
itons is going to be greater than it has 
ever been in the past. 


The Government is not content with 
this—it is putting constant pressure on 
many corporations to reduce deprecia- 
tion charges, and for tax purposes is 
refusing in many cases to allow depre- 
ciation rates as they now stand. If cor- 
porations are unable to reinvest excess 
earnings in the business without heavy 
penalty, how can they improve manu- 
facturing methods, purchase new and 
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more efficient machinery or improve 
their plants, except through new financ- 
ing, which many small companies are 
just unable to do? Formerly, most 
companies obtained the money to do 
this from earnings in excess of divi- 
dends, and from depreciation reserves, 
and these reinvestments of earnings and 
depreciation in the business strength- 
ened the position of the bondholder. 

Naturally, with smaller amounts of 
cash available for improvements to 
plant and property from earnings and 
depreciation, the last thing a company 
will want to do will be to have a large 
sinking fund on its bond issue, par- 
ticularly as it has to pay a tax on all 
the money derived from earnings and 
used for sinking fund. It is for the 
foregoing reasons that I feel that sink- 
ing funds on new bond issues in the 
future are going to be few and far be- 
tween. 

Any of you who have looked over 
the schedule of the social security law 
know that the taxes on payrolls to be 
paid by the employer on account of old 
age and unemployment insurance, in- 
crease steadily from 1 per cent. in 1936, 
to 3 per cent. in 1937 to 6 per cent. in 
1949. Obviously these taxes on pay- 
rolls are another charge which comes 
ahead of the bondholder, and there is, 
furthermore, the additional danger that 
pressure of politically powerful groups 
will eventually put the entire burden 
of social security taxes on the employer. 


You may feel that municipal bonds 
are more or less exempt from some of 
these factors, but this is not the case 
in my judgment. The Federal Gov- 
ernment in its search for revenues is 
adopting ever new methods of taxation. 
In many cases its lien on the taxpayer's 
pocketbook is better than that of the 
state or local body. This may make it 
harder for local and state subdivisions 
to raise necessary funds, and if we are 
eventually to balance the national 
budget, it may be that local bodies may 
have to bear a larger percentage of re- 
lief costs. Furthermore, the tax exempt 
feature has made it easier for state and 
local authorities to borrow than it 
should have been, and has given them 
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abnormally low rates which are not a 
true indication of their credit standing, 
and which have stimulated the piling 
up of debt. This tax exempt feature of 
state and municipal bonds is to me one 
of the most unsound features of our 
financial structure today. 

You, of course, realize that I have 
been talking only about direct taxes 
and their effect on corporate earnings. 
We cannot forget the many indirect 
taxes which combine to raise operating 
costs. In this connection it is of in- 
terest: to note that Mr. Teagle in the 
report of the Standard Oil Company 
of New Jersey for 1936 calls attention 
to the fact that the Jersey Company and 
subsidiaries made a profit of less than 
three-quarters of one cent a gallon on 
petroleum products sold, and points out 
that this is a smaller net margin than 
the least burdensome of the various 
gasoline taxes, namely that of one cent 
per gallon collected by the Federal 
Government. 

Perhaps I have said enough to indi- 
cate the reasons for my belief that the 
whole trend of taxation is extremely ad- 
verse to bondholders, and is a factor 
of the utmost importance in consider- 
ing bonds. The old saying that “the 
only sure things in the world are death 
and taxes” is truer than ever today. 


Increase in Operating Cost 


The rising level of operating costs is 
the second factor which is weakening 


the position of the bondholder. We 
may all admit that it is socially desir- 
able to raise wages and to promote 
unionization of industry, but the fact 
remains that the higher we raise our 
operating ratios and the more frozen 
our wage expense becomes, the weaker 
becomes the position of the bondholder. 

Operating expenses, including wage 
expenses are like taxes—a lien coming 
ahead of a bondholder’s claim. It is 
the wage factor particularly which has 
led me to express the opinion that a 
relatively small depression as far as 
volume of business is concerned might 
go a long way toward destroying profits 
and bringing defaults. It is going to 
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be particularly difficult to reduce costs 
in the next depression partly due to 
proposed national wage and hour legis- 
lation, and partially due to the much 
stronger bargaining power of labor. 
These two factors will make it harder 


‘I am still convinced that we 
are in a period of recovery which 
should continue for some time, 
and in such a period business 
volume should improve suffi- 
ciently to offset, during the re- 
covery, higher costs and taxes. 
It does seem vitally important, 
however, to realize that certain 
of our investments will be more 
vulnerable than before when the 
period of rising business comes 
to an end or when higher costs 
can no longer be absorbed by 
higher volume of prices. A period 
of rising business and low inter- 
est rates such as we are likely to 
have is an ideal time for house- 
cleaning, but it must be thorough 
and not postponed too long. 
Many bonds may be only salable 
on the way up as the last few 
months have taught us.’’ 


to cut wages and also harder to let the 
less efficient men go. 

The railroad unions have demanded 
wage increases, which they state to be 
20 per cent., but which in many cases 
are much more than this. It is easy 
for any one to figure by getting out a 
pencil and paper what this will do to 
the railroads as a whole. Total income 
of all the railroads after bond interest 
of $667,000,000 for the year 1936 was 
$170,000,000. These figures on bond 
interest and net income, of course, are 
based on present capitalization of the 
railroads, and include interest not be- 
ing paid on debt of railroads in re- 
ceivership. Had these railroads been 
on a reorganized basis in 1936, bond 
interest would presumably have been 
smaller and the net income larger. I 
say this because I want no misunder- 
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standing of the figures. They are bad 
enough however you look at them, and 
for your additional information I might 
also say that net income for 1929 of all 
the railroads was about $900,000,000. 

It has been estimated that if the rail- 
road employes were to obtain all the 
wage increases that they have de- 
manded, it would add $490,000,000 to 
operating expenses of the railroads. 
Thus the railroads in 1936 on the basis 
of these demands would have had a 
collective net deficit after interest 
charges of $320,000,000 instead of a 
net income of $170,000,000. It is logi- 
cal to admit that demands of this kind 
will be compromised, but even if the 
men get less than 50 per cent. of what 
they ask, or a flat 10 per cent. increase 
in wages, this will add nearly $200,- 
000,000 to operating expenses, and 
would be sufficient to wipe out the 1936 
net income. Wage rates on the rail- 
roads are right now equal to what they 
were in 1929, and the figures I have 
mentioned will give you some idea of 


what further increases will do to op- 


erating expenses. We all know how 
hard it was for the railroads to get a 
moderate reduction in wage rates dur- 
ing the depression, and it does not take 
much of a mathematician to figure out 
that unless tonnage rates are increased 
materially, which seems impossible, the 
break-even point for railroads is going 
to be much higher in the next depres- 
sion than it was in the last. The 10 
per cent. wage increase of $200,000,000 
is equivalent, capitalized at 4 per cent., 
to putting a $5,000,000,000 first mort- 
gage ahead of your supposed first 
mortgages. In addition, agitation con- 
tinues for legislation to compel larger 
train crews, shorter trains (a limitation 
of freight trains to seventy cars in 
length as proposed in a bill before Con- 
gress would cost $90,000,000 as esti- 
mated by the American Association of 
Railways), etc., and this again is on 
top of higher taxes and added expenses 
like those for the pension plan, all of 
which are new expenses since the de- 
pression. In other words, it looks as 
if the railroads of the country will have 
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bigger and better red ink figures in the 
next depression. 

The private electric power and light 
industry is perhaps less vulnerable than 
the railroads because its percentage of 
wage expenses is less, and its operating 
ratio lower. No procedure for com- 
pulsory peaceful settlement of labor 
disputes, however, has as yet been built 
up on a nationwide basis. Such a de- 
velopment is an absolute necessity. It 
will probably come only at the cost of 
strikes which will prove exceedingly 
costly to industry and the general con- 
sumer as well as to the utilities them- 
selves. Until such a compulsory arbi- 
tration procedure is built up, it is ob- 
vious that a small number of utility 
workers are in a position to demand 
and perhaps achieve exorbitant demands 
by the “hands-up” procedure. This is 
well illustrated by the recent Consum- 
ers Power Company strike where wage 
increases demanded are estimated by 
the press to have amounted to 40 per 
cent. of a year’s entire net profit after 
bond interest. 

We have also the devastating effect 
of anti-utility government competition 
and propaganda, and the continued 
pressure for lower rates. The effect of 
lower rates may be one which could 
hardly have been foreseen for it may 
bring a great need for increased gen- 
erating capacity at the same time that 
the utility companies are particularly 
handicapped in obtaining new junior 
capital. It is obvious that capital is 
going to be particularly shy about in- 
vesting in the junior securities of utility 
companies when the industry is under 
such continuous attack. If new capital 
is needed, therefore, it may have to 
go in through senior securities and we 
will have the strange, but not un 
familiar, experience of seeing one 
branch of the Government, the Inter- 
state Commerce Commission, doing all 
in its power to balance the capital 
structures of the railroads by increas 
ing stock, while other branches of the 
Government by attacking the utility in- 
dustry, force this industry into the same 
topheavy position in which the rail- 


roads now find themselves. 
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Local and state governments will not 
be immune from demands for higher 
wages nor are they likely to find it as 
easy to cut this type of expense. If a 


new depression brings lowered tax re- 
ceipts, the municipal bondholders as 
the weakest group politically may have 
to take the largest cuts no matter how 
short-sighted this policy may eventually 
prove to be in regard to future borrow- 
ing by the subdivision or state. 


Conclusions 


I have tried to indicate some of the 
reasons why many bonds are less at- 
tractive for bank investment than they 
have been. Never in my judgment have 
ratings meant less and vigilance more. 
No rating system is going to protect 
us from losses in the next depression, 
and it is absolutely vital that we elimi- 
nate all questionable bondholdings as 
this period of recovery progresses. 

This is a time when it is particularly 
dificult to have opinions regarding any 
investments, but I have one particularly 
strong one which is that while there 
are far too many Government bonds 
and while banks own too many of them, 
they are at least at present much more 
attractive for average bank holding 
than most long-term high-grade and 
medium-grade bonds of other types. It 
is not that I love governments more, 
but that I love the others less, and it 
is difficult to understand the narrowness 
in the spread between high-grade cor- 
porate bonds and governments of the 
same maturity. 

It is hard to lay down any hard and 
fast rules as to what the spread should 
be between the highest grade cor- 
porates and governments, but I feel my- 
self that after allowing for tax differ- 
ences, the spread between a high-grade 
corporate and a government of the 
same maturity should be at least 1 per 
cent. from a bank viewpoint. I am not 
pulling this figure from the air. Per- 
haps it should be more. There are ex- 
cellent reasons which I shall try to 
indicate to you why it should not be 
less. Let us take, for example, a bank 
with a portfolio of $400,000 of bonds 
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(exclusive of governments) divided up 
into forty different issues of high-grade 
bonds of $10,000 par value each. With- 
out going into detail, I think I am 
ultra-conservative in saying that in a 
period of ten years with good super- 
vision, a bank would be fortunate in- 
deed if it did not have to take a loss 
for reasons of security alone of at least 
$10,000, provided, of course, that we 
assume the bonds are purchased in a 
fairly normal period, and not at the 
bottom of a depression. It is obvious 
that to recompense itself for such a loss, 
a bank would have to set up a reserve 
of about $1000 a year out of the in- 
come from these bonds. This is one- 
quarter of 1 per cent. on the par value 
of the bonds. Of course, if it held 
United States Governments it would 
not have this risk, and its only possibil- 
ity of loss would be from depreciation 
due to change in money rates, for I am 
sure that none of us believe that the 
United States Government will ever de- 
fault on dollar obligations. , 


Furthermore, to keep its losses as 
small as this, the bank would certainly 
have to follow its holdings carefully, 
and have someone in its own organ- 
ization or pay some outside organiza- 
tion through balances or in hard cash, 
to supervise its holdings. Here again, 
I do not see how the yearly cost could 
possibly be under $1000.for proper 
supervision. This is another one-quarter 
of 1 per cent. and these two expenses 
together should amount to well over 
one-half of 1 per cent. on the par value 
of a $400,000 portfolio. Frankly, I be- 
lieve that this figure of one-half of 1 
per cent. is understated, and it would 
be for the average bank much nearer 
three-quarters of 1 per cent. to 1 per 
cent. It is also obvious that for a bank 
with a portfolio of substantially more 
than $400,000 the cost of supervision 
would probably increase in about the 
ratio that the total fund increases up to 
say $1,000,000 or so, and that then 
there might be some economy, but that 
the loss from security reasons would 
probably be about the same per cent. 
On the other hand, it does not seem to 
me possible that the cost of adequate 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized ‘‘small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 


G. F. FOLEY 
e 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval. 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send me on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days 1 
will either remit $2.50 or return the book. 


supervision could be brought much un- 
der $1000 per year, so that as the size 
of the portfolio decreased the percent- 
age cost would increase. We have then 
a cost varying between at least one-half 
of 1 per cent. and 1 per cent. or over, 
which can be clearly identified as a 
cost accruing to the holding of bonds 
other than governments, and we have 
not as yet made any allowance for the 
intangible advantage of governments as 
follows: 


1. Much greater marketability. 


2, The better showing in the statement 
which. Government bonds make as con- 
trasted to corporates, and the possibility 
that a bank would be able to carry them 
at a figure at the lower of cost or par if 
a major change in money rates made this 
necessary. 


3. The advantages for borrowing pur- 
poses of governments over corporates. 

4. The factor that it is difficult to con- 
ceive of directors being severely criticized 
or held responsible for losses resulting from 
the holding of U. S. Government bonds, 
as long as holdings of long-term govern- 
ments were not too much out of propor- 
tion to capital and surplus. 


I can see no justification for the aver- 
age bank buying a high-grade long-term 
corporate or municipal bond to yield 
3.25 per cent. to 3.50 per cent. when 
it can buy a U. S. Government bond 
of a similar maturity to give a tax 
equivalent yield of over 3.25 per cent. 
As above indicated, I think the spread 
should be at least 1 per cent. between 
governments and other high grade 
bonds. This argument should not be 
used, however, to justify passing up 
high grade corporate bonds, and buy- 
ing only the low grade ones, because 
here again the lower grade your qual- 
ity, the higher your loss rate and cost 
of supervision are likely to be, and 
hence the spread from governments 
should be much more than the 1 per 
cent. Of course, banks which have to 
do a great deal of work in connection 
with their trusts or have some other 
reason for very actively following 
bonds and the security markets have a 
very different problem, and may be in 
a position to appraise relative risks ac- 
curately. 
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To sum it up at the present relative 
prices and with present increased risks 
for all other bonds, governments seem 
much more attractive for bank holding 
except in special instances. 

J. Harvie Wilkinson, Jr., and Adrian 
H. Massie in their interesting pamphlet 
published by the Bank Management 
Commission of the A. B. A. entitled 
“Investment Standards and Procedure” 
discuss fully the relationship between 
the bond account and the capital struc- 
ture. There is little that I can add to 
this excellent discussion, except to sug- 
gest that any of you who are interested 
in the whole investment problem as it 
affects banks should certainly obtain 
copies of this pamphlet. It should be 
emphasized again, however, how im- 
portant it is for us to bear in mind our 
capital structures when buying long- 
term bonds of any kind, Government or 
otherwise. We cannot forget that if 


we hold long-term bonds in excess of 
the amount of our capital funds. de- 
clines in price have an especially dras- 


tic effect on those capital funds. We 
are in effect margin traders in long- 
term bonds. If our bonds are high 
grade our gamble is merely one of 
money rates, but this does not make it 
any the less a gamble, and a particu- 
larly risky one it is, with long-term 
bonds at prices near their high for all 
time. 

In spite of all the newest instruments 
for navigation, the lookout in the fore- 
top and the captain on the bridge are 
still the most important guarantees of 
a safe ocean voyage. So in banking 
we have new instruments designed for 
protection like the F. D. I. C. and the 
Comptroller’s regulations on invest- 
ments, but we must never for a moment 
let these new instruments lull us into 
a feeling of false security, and I have 
tried to outline some of the dangers 
which make the need for vigilance 
greater than ever. I am still convinced 
that we are in a period of recovery 
which should continue for some time, 
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and in such a period business volume 
should improve sufficiently to offset, 
during the recovery, these higher costs 
and taxes. It does seem vitally im- 
portant, however, to realize that certain 
of our investments will be more vul- 
nerable than ever before when the 
period of rising business comes to an 
end or when higher costs can no longer 
be absorbed by higher volume or 
prices. A period of rising business and 
low interest rates such as we are likely 
to have is an ideal time for house-clean- 
ing, but it-must be thorough and not 
postponed too long. Many bonds may 
only be salable on the way up as the 
last few months have taught us. 

Private ownership and operation of 
the banking system will never survive 
another break-down like that of 1933, 
and even now our whole system of pri- 
vate enterprise is on trial for its life, 
and will be for years to come. 

It is still not too late for us to in- 
fluence the decision, for when the jury 
of public opinion renders the verdict, 
it will be based not so much on the 
mistakes of private enterprise in the 
past, as on its record in these critical 
years to come. Our destination must be 
a harbor built so strongly and with 
such bulwarks of sound practice that 
no storm will threaten another ship- 
wreck of our banks. So we will do our 
part, and a great part, to strengthen 
and preserve the system of private en- 
terprise in which we all believe. 


© 
AUTOCRACY 


AUTOCRACY is a very easy form of gov- 
ernment because we all have to do 
what we are told and that means we 
are saved the trouble of thinking. Un- 
der democracy every individual in some 
degree or another has to do his own 
thinking and on whether he thinks 
rightly or wrongly the whole success or 
failure of that democracy will rest.— 


Stanley Baldwin. 
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A Banker's Views on Capital and Labor 


By Frep F. FLORENCE 
President, Republic National Bank, Dallas, Texas 


N the horizon of American busi- 

ness, with its favorable promise 

for the future, there are certain 
discernible clouds that prudence de- 
mands we do not overlook in our cal- 
culations. Among those pressing against 
the best interests of the American 
people, and seriously affecting business, 
are the present labor difficulties and 
tendencies, the inequities of taxes, and 
the stabilization of our currency. These 
great problems penetrate to the very 
heart of the life of our country, and 
vitally affect the happiness and well- 
being of our people. It is most un- 
fortunate that all the problems confront- 
ing business and its relations to its 
employes are not settled without the 
occurrence of strikes. The ideal situa- 
tion is a fair and impartial recognition 
of the rights of all; and, the adherence 
to principles of fairness is what the 
American people really want. There 
is a definite limit to which business can 
go in meeting demands of labor; and 
yet, there is also a definite responsibility 
on the part of business to treat labor 
fairly. In most of the business con- 
cerns of this country, there is a genuine 
disposition on the part of the manage- 
ment to deal fairly with its employes, 
and in many instances the employes 
recognize that disposition on the part of 
their employer; and, in turn, they pro- 
pose to deal fairly with their employ- 
ers. There are, however, instances 
where business has been slow to recog- 
nize adequate responsibility to em- 
ployes, and where sufficient considera- 
tion has not been shown employes to 
the extent of a more equitable partici- 
pation in the fruits of business. We 
must recognize that in the end the suc- 
cess of every business is but the result 
of the efforts and intelligent codpera- 
tion of its personnel. 


From an address. 
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The stockholders should receive fair 
consideration; and yet, the stockholders 
have an obligation to see that those di- 
recting their business, and the labor 
involved therein, are treated fairly, paid 
properly, and made to feel secure in 
their positions. American business is 
tending more and more toward consid- 
eration of the welfare of its employes, 
and it should continue to pursue such 
policy with renewed and revitalized in- 
terest, and sincere devotion. 

Labor has its responsibilities. It 
must manifest respect for law and or- 
der, and recognize property rights. It 
is un-American and contrary to its best 
interest for labor to undertake to ob- 
tain its objective through that procedure 
commonly referred to as “sit-down 
strikes” or sabotage. Worthy and meri- 
torious claims are prejudiced by such 
procedure. Law-abiding, self-respecting 
American people are anxious for a fair 
reckoning of the rights of all, but that 
should be accomplished upon a high, 
moral, and peaceful basis, because only 
upon that basis can the very structure 
of our economic life endure. An ap- 
propriate indication along this line 
from the highest authority in Govern- 
ment should prove helpful in bringing 
labor face to face with that necessity. 


Interested in 
banking books? 


Send for our complete 
catalogue 


Bankers Publishing Co. 


465 Main Street 
CAMBRIDGE, MASS. 
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A New Proof Machine for Banks 


By GayLorp S. Morse 
President, the Terminal National Bank, Chicago 


ARKING a new step forward in 

proof work, the International 

Business Machines Company’s 
proof machine for banks combines 
many of the most desirable charac- 
teristics of modern deposit proof prac- 
tice. Fundamentally, it embodies the 
thought expressed by a banker in an 
address before the American Bankers 
Association several years ago, who 
said: “It is my hope that some day 
we shall have a machine that will 
enable us to list items received for 
deposit through the clearings and from 
correspondent banks just as they are 
listed on the deposits, proving each 
one, and at the same time sort and 
produce control figures for each sep- 
arate division. This may seem fan- 


tastic and yet, because of the rapid 
strides in the last few years, we can- 
not help but believe it is at least 
possible if not probable.” 

The answer to this banker’s hope 
for a modern mechanical method of 
proving deposits may be found in 
the new proof machine. Deposits are 
forwarded directly to the machine 
from the receiving teller or mail teller. 
No preliminary handling is necessary 
because the proof machine sorts, lists, 
and proves deposits in a single simul- 
taneous operation. Through the me- 
dium of a bank of twenty-four selec- 
tion keys the proof machine operator 
controls a rotating drum around whose 
circumference are located twenty-four 
compartments or sorting receptacles ; 


This new machine sorts, lists and proves deposits in a single simultaneous operation. 
It is manufactured by the International Business Machine Company. 
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similarly these twenty-four keys con- 
trol twenty-four adding counters which 
provide twenty-four listings and totals. 
In addition, a control counter fur- 
nishes a continuous listing of the items 
exactly as they appear on the deposit 
slip, with a total to compare with 
each credit total, and an accumulating 
grand total of all deposits proved. 

Its operation is simplicity itself. The 
operator depresses the selection key 
corresponding to the bank on which 
the check is drawn, lists the amount 
of the check on the “touch system” 
10-key adding machine, inserts the 
check in the chute; and depresses the 
release bar with the following results: 


1. The check is automatically sorted into 
the proper receptacle or compartment. 

2. The amount of the check is listed on 
the proper compartment tape, in duplicate 
if necessary. 

3. The amount is likewise listed on the 
control tape, together with a symbol 
identifying the compartment to which the 
check has been sorted. 


This procedure is repeated with 
every check in a deposit. When the 
last check has been listed, the operator 
depresses a total key, and a total is 
printed on the control tape. This total 
is then compared with the deposit slip, 
or credit total; any differences that 
may have occurred, due to errors by 
depositors or clerk, are localized, since 
the checks are always listed on the 
control tape in the same sequence 
as they are received from the deposi- 
tor; and the symbol printed opposite 
the amount of the check identifies the 
compartment where the check has been 
sorted and listed. 

With this machine there is no limit 
to the size of deposits which may be 
proved, or the number of checks 
which may be included in a single 
block or batch. An operator can prove 
either a large or small deposit with 
equal facility because every item is 
under control at all times. In order 
to facilitate continuous operation of 
the machine it is equipped with two 
warning light signals: a red light 
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which notifies the operator when the 
supply of paper is running low; and 
a green light which signals the opera- 
tor when a sorting receptacle has been 
filled to capacity. 

The utility of this machine does not 
end with the proof of deposits. In 
clearing, items may be sorted and listed 
to twenty-four bookkeeping sections 
or ledgers. In fact any rehandling 
operation which does not require an 
excessive number of distributions may 
be assigned to the machine. A supple- 
mentary advantage also accrues from 
the fact that compartment tapes may 
be used in conjunction with photo- 
graphs of the items to eliminate the 
writing of transit letters. 

All of these operations are _per- 
formed at a speed which renders the 
adaptation of this machine to the 
average bank’s requirements particu- 
larly desirable. After a few months’ 
experience the ordinary clerk can sort 
and list 1400-1800 items per hour; 
and, where volume permits, clerks are 
handling 6000-9000 items per day with 
the aid of this machine. Accurate con- 
trol over the operator’s production 
can be maintained by means of two 
item counting devices, one of which 
is under lock and key. 

It is apparent that the trend of 
deposit proof operations today is to- 
ward a simultaneous sorting, a listing 
and proving system. Such a system 
gives the bank a speedier and more 
comprehensive command and control 
of all the phases of check-handling, 
and reduces the cost of the proving 
and distributing operations by syn- 
chronizing, mechanically, the sorting, 
listing and proving of deposits. 

The Terminal National Bank of 
Chicago was one of the first banks in 
the central west to adopt this new 
method of proving and assorting items. 
Our experience with the proof machine 
covering a period of two years has 
surpassed all expectations. We also 
find this method most helpful in our 
endeavor to minimize the hours of 
transit department employes. 





Profitable Bank Management Policies 


By Expert S. WoosLey 
Vice-President, First National Bank, Louisville, Ky. 


ERE is set down a statement of 

the requisites of effective bank 

management, the desideratum, so 
to speak, of the bank executive’s mental 
attitude toward his problems: 


An understanding of our system 
of banking. 

An appreciation of the significance 
of the bank’s capital funds. 

‘An insistence on a capable per- 
sonnel. 

A knowledge of banking costs. 

A policy and system of investment 
which will make it possible to lend 
money and get it back. 

A willingness to work with other 
banks for the good of the whole. 


A bank is the only institution in 
the community which undertakes to 
guarantee values. It takes the money 
of its customers, and agrees to return 
it when called for—1l00 cents on the 
dollar—in one month, in one year, 
or in fifty years. This would be a 
safe contract, if the bank should take 
the money, deposit it in a_ vault, 
charge a service fee, and return the 
same money when called for. But in 
order to function, the bank must take 
the customer’s money, invest it in 
loans secured by manufactured goods, 
produce, raw materials, stocks, bonds 
and real estate, all of which fluctuate 
in price widely and sometimes dizzily. 
Even character, which supposedly backs 
these material values, fluctuates. How- 
ever much these values change, the 
bank must still be ready to pay the 
same money it received. Very likely it 
will be called on to pay when all other 
values have shrunk to the vanishing 
point. Banks were called on to pay 
in 1930-34, when the value of the 


From a recent address before the Vir- 
giania and West Virginia Bankers associa- 
tions. 


things into which money had been 
converted declined from 363 billions 
to 247 billions, a depreciation of 116 
billions, or over twice the amount. of 
all bank deposits. 

A bank, if it has savings accounts 
drawing interest, is the only institu- 
tion in existence, which sells an in- 
vestment, guarantees a definite and 
regular dividend, and pledges to buy 
back the investment practically on 
demand, or fifty years hence, at the 
same price paid by the customer. 
There has never been evolved an in- 
vestment which can equal the savings 
account in safety, stability and liqui- 
dity, advantages which accrue to the 
customer and call for corresponding 
responsibility on the part of the banker. 

A bank is an instrument whereby 
credit is created. Every time the 
banker makes a loan, unless the pro- 
ceeds go to pay a debt he creates that 
much new credit, which is tantamount 
to issuing that much new currency. 
Not only are deposits not depleted 
by the amount of the loan, but they 
are increased by the amount of the 
loan. This means that when the cycle 
of prosperity or inflation starts, loans 
and deposits increase. Today banks 
are financing the loans of the Federal 
Government, but dollars advanced in 
exchange for Government bonds come 
back in increased deposits. The net 
result is that both banks and the Gov- 
ernment are in an involuntary partner- 
ship engaged in lifting themselves by 
their bootstraps. An inverted pyramid 
of credit and deposits is being built 
up which will spiral to some unknow- 
able point where it is apt to topple 
over of its own weight. 

A long continued record of profits 
and sound banking cannot be expected 
without a proper ratio between a bank’s 
capital funds and its deposits. In 
reality, we borrow our depositors’ 
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money and offer them our capital as 
margin. When a customer borrows 
from us we ask for from 30 per cent. 
to 55 per cent. margin. We feel per- 
fectly free to offer our depositors a 
margin of 10 per cent. or less. 

You recall the story of the Indian 
who went into a bank in Colorado 
and wanted to borrow $200. The 
banker asked him what property he 
had. He said “20 horses.” “All 
right,” the banker said, “I'll lend you 
the money.” Some months later the 
Indian sold his horses, paid the loan 
from a roll of $2000, put the $1800 
in his pocket, and started out of the 
bank. The banker called, “Say, why 
don’t you leave that money here in 
the bank?” The Indian said, “How 
many horses you got?” 

A perfectly proper question. The 
bank’s horses are his capital funds. 
Every banker should hold to the policy 
of increasing capital funds to the 
point where there is a cushion of such 
size and strength that all sorts of 
jolts may be absorbed without de- 


stroying the confidence of the public, 
or warping the judgment and perspec- 


tive of the banker. There is nothing 
like feeling safe to give us confidence 
and a clear mind to meet difficulties. 
The banker cannot effectively run his 
institution with some fundamental 
weakness in it to plague him. 


Continuing profits in a bank cannot 
exist with a personnel tainted with 
incompetence or weak character. There 
is no profession nor business where 
requirements for employment should 
be so high. A bank is no better than 
the people who run it. Sound policies 
mean little without a personnel quali- 
fied to put them into effect. As be- 
tween efficiency and courtesy, we should 
choose efficiency. There is no reason, 
however, why our employes should 
not have both. 

Most of our employes are thrust 
upon us. We hire them as many of 
us buy bonds, because somebody asks 
us. Get your list of employes—officers 
as well—jot down answers to these 
questions after each name: Is he 
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capable? Is he growing? Is he de- 
pendable? Is he loyal? Is he help- 
ing to build up this bank? Are of- 
ficers’ attention distracted by too many 
outside affairs? Banking is exacting 
and requires that those chiefly re- 
sponsible take the cloth, so to speak. 
Let us solve the problem of personnel 
and we solve everything. 

When we think of getting a fair 
profit from our banking operations, we 
naturally think of the income from 
our investments; but we must give the 
most exacting consideration to getting 
our overhead down to the point where, 
in investing our deposits, we can think 
of soundness rather than high return 
required to carry a burdensome over- 
head. 

Profitable bank management policies 
demand that we know what our costs 
are, and then apply charges for those 
services which costs show are not pay- 
ing their way. A bank owes no service 
which does not pay its way. It has 
no duty to community or individual 
which does not comport with sound 
banking, because sound banking is our 
primary duty to the public. 

I cannot emphasize too strongly the 
necessity of knowing what it costs us 
to handle every item in the bank. 
We may not be able to employ cost 
accountants, but each of us can study 
the findings of the American Bankers 
Association, or we can, by groups, 
make such studies. A great field is 
open to state associations, state bank- 
ing departments, and even the Federal 
Reserve banks, in the work of helping 
the individual bank apply a common 
sense cost system which will make 
plain the utterly senseless giving away 
of service in which we have been in- 
dulging. 

The most vicious influence in Ameri- 
can banking relating to burdensome 
overhead is in the handling of unprofit- 
able accounts. This weakness is mani- 
fested, first, in mounting overhead 
costs, and, second, in the endeavor to 
get compensating returns from high 
yield but unsound loans and bonds. 
The bank’s inventory consists of credit 
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and service. If we give away service, 
we have to seek customers for our 
credit who will contract to pay us 
enough to make up our losses on 
service. Too often, that is the source 
of the unsound securities found in 
many bond accounts. 


The best example of which I know 
of profitable bank management from 
the standpoint of the quality of its 
account is a certain bank which has 
several hundred millions of deposits 
and less than 1500 accounts. An ex- 
ample of unprofitable bank manage- 
ment from the standpoint of its deposits 
was a bank with around twenty mil- 
lions of deposits which advertised it 
was the proud possessor of 100,000 
bank accounts. 

There is no call nor need to run 
your bank by the standards of ac- 
count selectivity of the first example, 
but you don’t have to run it like the 
latter. 

The carrying of unprofitable ac- 
counts taints the mental attitude of 
the banker toward all other problems 
of banking. If you know your costs 
and make every service and every ac- 
count pay its way, then when it comes 
to investing the bank’s funds, you will 
have your overhead on such a basis 
that you can lend your money and buy 
bonds with the knowledge that you 
can stick to only the highest grade 
loans and bonds and still get enough 
return to pay your stockholders a 
fair return, and build up strong re- 
serves for the protection of all con- 
cerned. 


What is being done in most of our 
banks in the way of service charges is 
a stop loss arrangement. We are in 
only the first stages of cost analysis. 
Our next step is to not only stop 
losses, but to make all transactions 
return a reasonable profit. We are 
finding also that no possible service 
charge can pay for the trouble and 
danger of carrying some accounts. 

In our own bank, we have had the 
usual service charges returning us gross 
about 5 per cent. on our capital stock. 
We decided some time ago to go farther. 


We asked our head bookkeeper to give 
us a list of nuisance accounts. There 
was a long list of first-rate offenders. 
We asked them to close their accounts. 
Thus we turned the services of our 
clerical force into more profitable 
channels. 

In an investigation and study made 
by our bank, covering several hundred 
typical small banks, some interesting 


**You recall the story of the 
Indian who went into a bank in 
Colorado and wanted to borrow 
$200. The banker asked him 
what property he had. He said 
‘Twenty horses.’ ‘All right,’ the 
banker said, ‘I’ll lend you the 
money.’ Some months later the 
Indian sold his horses, paid the 
loan from a roll of $2000, put 
the $1800 in his pocket, and 
started out of the bank. The 
banker called, ‘Say, why don’t 
you leave that money here in the 
bank?’ The Indian said, ‘How 
many horses you got?’ ”’ 


facts about service charges came to 
light. 

Not a single bank regretted the in- 
stallation of service charges. 

Accounts lost were typified by the 
bank which lost two hundred accounts 
amounting to around $1000. 

It was found that the average annual 
income from such charges range from 
$4000 to $12,000 per million dollars 
of checking accounts. 

Hundreds of banks are paying their 
dividends from service charges. 

In every instance deposits have in- 
creased. 

We have found some large businesses 
declining to keep deposits in banks 
where there is no system of service 
charges; they say it indicates bad 
management. 

It was found that large active ac- 
counts sometimes pay 50 per cent. of 
the charges collected. In our bank 
we found accounts with ledger balances 
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of $100,000 and over, showing losses 
running up to $200 per month. 

It was found that the measured 
charge is the most acceptable and the 
only fair and scientific charge. 

In practically every bank, charges 
were installed with little or no addi- 
tional expense. In a town near Louis- 
ville with a population of 5000, there 
are five banks. One of these banks 


in 1933 instituted service charges. 
\s 


*‘Today banks are financing 
the loans of the Federal Govern- 
ment, but dollars advanced in 
exchange for Government bonds 
come back in increased deposits. 
The net result is that both banks 
and the Government are in in- 
voluntary partnership engaged in 
lifting themselves by their boot- 
straps. An inverted pyramid of 
credit and deposits is being built 
up which will spiral to some un- 
knowable point where it is apt to 


topple over of its own weight.’’ 


Later on it was joined by the others. 
The bank which initiated the charges 
had 1423 accounts and $329,000 in 
deposits in 1933. In February this 
year, it had 1070 accounts and $825,- 
000 in deposits. 

We are convinced that the whole 
service charge program is in a process 
of evolution. The job is not done with 
the installation of service charges. We 
will finally come to the point where 
such charges will be standard and 
based on factual cost findings. In our 
bank, for instance, we have placed a 
charge of 50 cents per month on two- 
year-old dormant accounts of $35 
and under. We found by cost analysis 
that it costs 47 cents per month to 
carry any account on our books. That 
is what is called, “A readiness to 
serve” cost. 

In connection with costs, each 
banker must determine also what he 
can afford to pay for time deposits, 
taking into consideration the returns 


available on assets suitable for a bank’s 
portfolio and also the necessity for 
growth of capital funds. Whether a 
banker permits those important facts 
to determine for him the rate he can 
pay on deposits or whether the com- 
petitive price which he must pay for 
deposits is allowed to determine the 
quality of assets in his portfolio may 
mean the difference between success 
and failure of his institution. 


If management has the bank’s funds 
in loanable order without too great 
cost, it can approach the problem of 
investing the bank’s funds with the 
knowledge that it can stick to the most 
conservative loans and bonds and still 
adequately support the bank’s capital 
funds. 

The best way to add to bank profits 
is to cut losses. Safeguarding of 
principal is far more important than 
interest. 

I read recently the rather astonish- 
ing statement that over a period of 
twenty-five years the total losses in 
all business almost equals the total 
profits. Consideration of the fact that 
about 90 per cent. of all business enter- 
prises fail, lends strength to that state- 
ment. 

Banks generally have been guilty of 
carrying loans from whose apparent 
profits they paid dividends or built 
up reserves; and then finally had to 
charge them off. Many potentially 
unsound loans are carried during nor- 
mal times as dependable, profitable 
investments, but. as soon as the winds 
of adversity blow, they go down in 
the storm. They become actually un- 
sound because they had the elements 
of unsoundness in them from the be- 
ginning, or unsoundness developed and 
the bank through lack of attention did 
nothing about it. 

The Committee for the Study of the 
Banking Structure in New York State 
says in its report published last year 
that capital funds of banks in that 
state outside of New York City, rose 
from 236 millions to 420 millions in 
the six years, 1923-29. This growth 
came from earnings; but what kind of 
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earnings? From 1930 to 1934, these 
same capital funds declined from 420 
millions to 233 millions, three millions 
below the point from which they 
started eleven years before. It is need- 
less to say that these vanishing profits 
had been, in large part, built up out 
of unsound but apparently profitable 
advances. 

A great deal has been said about 
this or that banker being possessed of 
fine judgment. Fine judgment comes 
from information. Get all the facts 
and judgment likely will be right. The 
First National of Louisville searched 
the country for the best means of keep- 
ing simple and adequate credit files. 
The, rule of thumb, or a memory that 
remembers everything, has no place 
in any acceptable credit arrangement. 
Most memories as to facts in detail are 
good for about one week. A banker, 
who lends his depositors’ money on 
memory and past experience, is follow- 
ing a dangerous course. 

This is by way of saying that proper 
credit files with up-to-date, signed 
statements, memos of interviews, and 
recorded understanding regarding pay- 
ments, are necessary in all banks. 


If we loaned money on honesty, few 
would be turned down; but capacity 
to pay is as essential as intention to 
pay. Keeping informed is the only 
way to know about one’s capacity to 
pay. 

Easy and loose credit policies have 
done infinitely more harm to the 
public than so-called tight credit. 
Public interest demands a sensible, in- 
formed constructive credit policy, and 
that means refusing loans as well as 
making them. Your feeling in declin- 
ing credit to a man should be that 
you are doing him a good turn. The 
man who does not merit credit can 
only be harmed by getting it. 


There is no conceivable way for 
commercial banks generally to sup- 
port themselves by local loans and 
commercial paper alone. The business 
of this country is largely financed 
through long term credits in the nature 
of stocks and bonds. Capital funds 


have been so plentiful and the public 
has been so avid for securities that 
business — particularly, since it has 
become big business—finds it cheaper 
and easier to get money by selling 
bonds, stocks, warrants, rights, etc. 
Thus, most of the good concerns have 
their own funds to carry customers’ 
accounts and inventory. Short term, 
self-liquidating credit is apparently 


*‘Get your list of employes— 
officers as well—jot down an- 
swers to these questions after 
each name: Is he capable? Is 
he growing? Is he dependable? 
Is he loyal? Is he helping to 
build up this bank? Are officers’ 
attention distracted by too many 
outside affairs? Banking is ex- 
acting and requires that those 
chiefly responsible take the cloth, 
so to speak.’’ 


drying up, and the commercial bank 
is driven to investment in bonds. This 
necessity carries with it great danger 
to commercial banking. 

What is a bond? It may be almost 
anything. The word in itself means 
absolutely nothing from an investment 
standpoint. Bonds are highly technical 
and do not lend themselves to casual 
understanding. 

Corporation bonds are loans, but 
entirely different from commercial 
loans. They are long time, capital 
loans. They are loans that can be 
paid back only from profits, or by 
refunding with a new issue of bonds. 
They are supported by distant property 
and by a management usually unknown 
to the holder of the bonds. The funds 
are employed in some enterprise for- 
eign to his knowledge and experience. 

The dangers inherent in a bond ac- 
count are here emphasized, not to keep 
you out of bonds, but that you may 
invest the funds of your depositors in 
them only after the most exacting 
study and investigation. There are 


of course high grade bonds which 
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qualify as a sound investment for 
bank funds. 

Investment in corporation bonds, 
generally, should be limited to time 
deposits. They certainly do not qual- 
ify as a reliable secondary reserve. 
They are not sufficiently liquid for 
demand deposits. In normal times 


there may be a ready market, but in 
times of stress neither marketability 


**What is being done in most 
of our banks in the way of service 
charges is a stop loss arrange- 
ment. We are in only the first 
stages of cost analysis. Our next 
step is to not only stop losses, but 
to make all transactions return a 
reasonable profit. We are find- 
ing also that no possible service 
charge can pay for the trouble 
and danger of carrying some ac- 
counts.”’ 


nor short maturity will give sufficient 
availability for demand deposits. 

In buying bonds, safety of principal 
should be the first consideration. Com- 
plete safety of principal is, of course, 
represented by cash. When cash is 
invested, risk immediately becomes a 
factor. Any return on capital repre- 
sents a risk. 

As return increases, risk usually 
increases proportionately. There is 
no such thing as small risk and large 
return. Good management has no 
choice but to seek a high degree of 
safety of principal and be satisfied 
with a small return. Such course also 
proves the most profitable in the long 
run. 

Short maturity and marketability are 
next in importance. Diversification of 
tisk is wise; but diversification should 
not go to the extreme of having so 
many issues that they can’t be watched. 

Too much diversification also tempts 
one to speculate, the thought being that 
not much would be involved in taking 
a risk on one of the small units of in- 
vestment money. 


As bonds are loans, they require the 
same constant, alert attention as local 
loans. One cannot afford to buy even 
the highest grade bonds and forget 
them. Factors affecting bonds change 
as rapidly as those affecting local loans. 
Today’s investment may become tomor- 
row’s speculation. The supervision of 
one’s bond account requires specialized 
knowledge and talent. Talent and spe- 
cialized knowledge can greatly miti- 
gate risk and increase return. Our in- 
vestment officers maintain that second 
grade bonds carefully selected and con- 
stantly watched constitute a better risk 
than higher grade bonds bought and 
forgotten. It would pay a bank that 
has a bond account, and does not have 
an investment officer, to get an invest- 
ment adviser and pay for his services. 

A discussion of the bank’s investment 
program would not be complete with- 
out mention of installment financing 
and personal loans. Within certain 
limits, a small loan department con- 
forms to the foregoing requirements of 
bank investment. Under capable de- 
partmental management, such depart- 
ment offers safety of principal, a con- 
tinuing liquidation of the investment, 
and attractive return. In the discount 
department we sell credit wholesale and 
get a wholesale price. Why not use 
good merchandising principles by sell- 
ing small loans at a retail price? Na- 
tional personal loan finance companies 
and F.H.A. financing have demon- 
strated the safety of installment finane- 
ing. Small loans’ with  co-maker 
endorsements, or chattel mortgage secu- 
rity, with weekly or monthly payments, 
are safe, profitable and constructive in 
relation to the public. 

One of the most profitable and satis- 
factory departments in our own bank 
is the industrial or small loan depart- 
ment. It is conducted with dignity, 
serves a deserving and influential class 
among wage earners, the small salaried 
class, and small retailers, who other- 
wise would be without banking service. 
In fact many borrowers, more substan- 
tial than the class usually served, go to 
this department because of the plan of 
weekly or monthly payments. 
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We might well learn from install- 
ment loans the value of required regu- 
lar payments as the best means of 
keeping our discount case in the com- 
mercial department alive and healthy. 


There have been called to your at- 
tention policies of management which 
have been tried and have been found 
to be sound and profitable. Applied 
in each bank and adjusted to varying 
local conditions, they will return to 
stockholders a fair return; to officers 
and employes, a just reward; to busi- 
ness, necessary credit; to the public, 
safety; and to the nation, a_ stable 
economy. 


In addition, however, to these man- 
agement policies which concern one’s 
own bank, there must be policies which 
look to the business of banking as a 
whole. Even the strongest bank is af- 
fected by the weak spots in our system, 
particularly since we all are partici- 
pants in the Federal Deposit Insurance 
Corporation. 


Banking leadership should recognize 
these weak spots and assume the respon- 
sibility of eliminating them, and of 
throwing up safeguards against their 


recurrence. To preclude politica) con- 
trol in banking, our leadership must 
accept the challenge to see that Ameri- 
can banking of its own desire and effort 
shall be kept clean, sound, profitable 
and dependable. This calls for a high 
order of leadership. 


With reference to the wider political 
aspects and implications of the times, 
we should take the course of statesmen 
and not that of politicians. It is pos- 
sible for us to acquire some stature as 
statesmen, but as politicians we are 
worse than nil. Of course the demo- 
cratic form of government is wasteful 
and inefficient, but that is the kind we 
have and want, and we as a nation have 
grown rich and powerful under it. 
Many legislators are trying to do a good 
job, and I believe we can largely ac- 
complish our purpose by giving them 
helpful, intelligent information, thereby 
assisting them in arriving at right con- 
clusions. I hope you really discern 
what I mean, when I say that neither 
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bank nor banker had any business be- 
ing in controversial politics. This does 
not mean that we should remain quiet 
when great principles are at stake. 

Our banking leadership should fully 
and wholly participate in and give its 
support to the American Bankers Asso- 
ciation and the state bankers associa- 
tions. These organizations now have 
for the most part able executive leader- 
ship. A noteworthy work has been 
done by the American Bankers Associa- 
tion in the assembling, analysis and 
dissemination of banking facts. It 
would be well if our national and state 
associations should grow into a position 
of such moral authority that banks re- 
ceiving information concerning better 
banking practices would be impelled to 
use it. 


Public Relations 


Much is being said about public re- 
lations. The best approach to the pub- 
lic is through sound banking and frank, 
intelligent and courteous relations be- 
tween the bank’s personnel and its cus- 
tomers. The community, for the most 
part, gives to the bank and its officers 
a rather fair appraisal. The public 
knows more than we give it credit for 
knowing. There are some communities 
in the United States—and we are all 
familiar with them—where the local 
bank has such hold on the confidence 
of the people, that neither deposit in- 
surance nor membership in the Federal 
Reserve System means anything: where 
large savings are maintained without 
interest and where neither famine nor 
flood can shake the public’s confidence. 
I would say that public relations in such 
communities are ideal. 


10) 


THE GREAT MYTH 


OF all the myths, the most vicious and 
irrelevant is the assumption that the 
interests of one people can be promoted 
at the expense of others, and that war 
is an effective means of achieving that 


end.—Carl Becker, in The Yale Review. 





LOCAL DEBT PROBLEMS 


ETHODS that have been success- 

fully employed by local govern- 

ments in coping with their debt 
problems are outlined in a report re- 
cently made public by the Chamber of 
Commerce of the United States. 

The chamber’s committee on state 
and local taxation, which compiled the 
material in the report, urges that every 
means be employed looking to effective 
debt control, but frankly states that it 
is under no illusions as to universal 
efficacy of statutory methods. There is 
no statutory or constitutional substitute 
for common sense in debt management. 
Municipalities bent on incurring ex- 
ceedingly large debts, says the commit- 
tee, “probably will succeed in doing so 
regardless of the legal restrictions 


placed upon them, if their desire is 
strong enough, and if buyers of their 
bonds can be found. 

“In the last analysis,” the commit- 


tee says, “effective debt control is the 
province of the investor and the tax- 
payer quite as much as that of the pub- 
lic official. To safeguard the quality 
of municipal securities in his portfolio 
the investor must insist upon proper 
standards of fiscal management and 
carefully scrutinize his municipal pur- 
chases. If taxpayers are not vigilant 
at all times with respect to debt incur- 
rence and financial management, and 
on the alert to prevent unwise disburse- 
ments, they may expect a heavy tax 
burden for interest and debt retirement, 
and other expenditures.” 

It is made clear in the report that 
there is no simple and easy formula 
for handling the debt problem. Ex- 
amination of the major defects in the 
debt limitations now in use, it is 
pointed out, leads to the conclusion that 
no one method or formula is satisfac- 
tory as a means of dependable and ef- 
fective control in all situations and in 
all communities. There must be re- 
liance not upon one but upon several 
methods of control which operated to- 
gether may be effective where any one 
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method would fail, the committee con- 
tends. 


“That there is real need for more 
efficient control,” the committee ex- 
plains, “is evidenced by the imprudent 
fiscal practices of many local com- 
munities in recent years which have led 
to acute financial situations. Many 
local governments have assumed debt 
charges which consume more than a 
third of their current revenues. There 
have been frequent failures to retire 
indebtedness within the useful life of 
the improvements which give rise to the 
indebtedness.” 


As a first step in any program of 
debt control, the committee lays great 
stress upon the necessity of long-range, 
systematic financial planning. It is 
generally agreed, the committee states, 
that governmental units should plan 
their finances in advance for a term 
of years, in order that the construction 
of various anticipated public improve- 
ments may be financed in an orderly 
and economical manner, and in cor- 
relation with current expenditures for 
operations. 


In furtherance of a program of finan- 
cial planning, the committee offers the 
following suggestions: 


Local governments should plan in ad- 
vance for the construction and financing 
of projected improvements. Such plans. 
should take cognizance of trends in city 
growth and development, and of the prob- 
able need for improvements. The improve- 
ment program should be correlated with 
the current spending program of local gov- 
ernment. 


Pay-as-you-go instead of bonds should 
be used to finance all improvements of 4 
recurring nature, and there should be 
greater reliance upon current revenues for 
paying the cost of non-recurring expendi- 
tures. 

Debt should not be incurred when it will 
increase debt-service charges to a_ point 
where they consume more than 25 per cent. 
of dependable current revenues. The per- 
centage often should be lower. 


Serial bonds 
practicable. 


should be used whenever 
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“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L, W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 


With a Foreword by 


CARL K. WITHERS 


Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method 
which is both simple and complete. Here 
is described in minute detail and with a 
wealth of illustrations a simple method for 
obtaining bank costs and for installing a 
system of bank cost accounting as an aid 
to effective management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers Commissioner of 
— and Insurance of the State of New 

ersey. 


Your name and address on the coupon 
below will bring this book te your desk 
on 5 days’ approval. 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, » 


You may send me on approval a copy 
of “How to Obtain Bank Costs” by E. 


8. 
Woolley. At the end of 5 days I will 
either remit $5 or return the book. 


Debt maturities should be so scheduled 
that each issue matures in approximately 
equal amounts each year. 

Term bonds may contain provisions per- 
mitting retirement each year in an ap- 
proximately equal amount. 

Callable issues of bonds may be ad- 
vantageous under certain conditions, par- 
ticularly in periods of high interest rates, 
but caution should be exercised in the is- 
suance of this type of security in view of 
marketing obstacles. 


As a second major step, the commit- 
tee believes that “specific limitations 
upon the power to incur debt can be, 
if properly devised and used, effective 
in controlling local indebtedness. The 
fault with present limitations of this 
type lies principally with their appli- 
cation and administration. It is be- 
lieved that a system can be devised 
which will be workable, if used in con- 
nection with financial planning, and 
with some form of state assistance to 
local governments in their fiscal ad- 
ministration.” 


States may well consider revision of 
their restrictions upon local debt ip- 
currence in view of the defects disclosed 
by developments of the past few years, 
the committee advises. 


An effective system of debt limits, 
the committee suggests, would include: 


1. A flat-rate limit on the amount of debt 
which can be incurred, such limit being 
a fixed percentage of the valuation of prop- 
erty for local taxation, in accordance with 
accepted assessment methods, at 100 per 
cent. of true value. 

2. An additional restriction based upon 
the ratio of debt to tax collections, which 
provides that the amount of debt incurred 
can not exceed an amount equivalent to 
total tax collections over a specified period 
of years (say, three). 

3. To prevent inflated borrowing ca- 
pacity in times of rapidly rising real es- 
tate prices, the assessed valuation used as 
a basis for flat-rate debt limits should be 
the average assessed valuation for a spe- 
cified period of years—not less than five. 

4. Municipalities having a percentage of 
tax delinquency above a specified figure, 
or not operating on a cash basis, should 
not be permitted to incur additional debt. 


The committee favors the holding of 
referenda on all new bond issues. It 
is preferable, the committee declares, 
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that in such referenda either the vot- 
ing be restricted to property taxpayers, 
or that taxpayers and non-taxpayers 
should vote separately, and that ap- 
proval of more than a mere majority 
of each class be required. 

As a third important step in any 
program of debt control, the committee 
says that “a state can be of substantial 
help to its municipalities, particularly 
the smaller communities, by setting up 
an agency to assist them in developing 
and following good practices in the 
exercise of their borrowing power. The 
states in which such an agency has been 
established long enough to enable it to 
function effectively had but few munici- 
pal defaults during the depression. 
There is a distinct relationship between 
state guidance or supervision and good 
records of local fiscal administration.” 

Where there is consideration in a 
state of establishing such an agency, 
the committee advises that it might be 
empowered to exercise some or all of 
the following functions: 

1. Coéperative help in developing im- 
proved accounting and reporting methods, 
and standards of debt control and debt 
administration ; 

2, Authority to require good budgetary 
practice, including adequate provision for 
debt service; 

3. Requirement that an irrepealable tax 
levy to cover debt service be made when 
bonds are issued; 

4. Annual audit of all sinking funds; 

5. Regulation of short-term borrowing; 

6. Assistance in providing carefully 
drawn debt contracts which will provide 
more adequate, and less costly remedies for 
bondholders in case of default; 

7. Assistance to municipalities in market- 
ing their bonds to facilitate sales under 
favorable terms; 

8. Direct state supervision to correct de- 
faults; and 

9. Supervision over proposed refundings, 
including approval of refunding bonds be- 
fore issuance. 


Finally, the committee offers several 
methods for dealing with the problem 


of overlapping debt. The most effec- 
tive solution, the committee says, would 
be reorganization and consolidations of 
local governmental units. This process, 
however, it is explained, is slow, and 
such consolidations are not being un- 
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dertaken to any great extent. Alternate 
methods, which may be helpful, in the 
opinion of the committee, would in- 
clude establishment of a voluntary 
board for coérdinating incurrence of 
indebtedness by overlapping govern- 
ments, or establishment of such a board 
as an official agency with authority 
specified by state law. 


© 
A PROGRAM FOR STABILITY 


As a remedy for the perverse function- 
ing of our banking system whereby it 
feeds our booms and deepens our 
depressions, I propose: First, that com- 
mercial banks either discontinue accept- 
ing savings deposits and let that serv- 
ice be performed entirely by separate 
savings institutions, as was our practice 
until a generation ago, or that entirely 
separate savings departments be set up 
in commercial banks with their funds 
and the securities purchased therewith 
completely divorced from the funds and 
loans of the commercial department, 
providing virtually two separate insti- 
tutions, operating, however, under the 
same charter, the same roof, and the 
same management. 

Second, that the present inherently 
unperformable obligation of banks to 
their savings depositors be replaced 
with a liability limited to that of re- 
turning the funds of their depositors, 
when demands for withdrawals exceed 
new deposits, as fast as the securities 
in which those funds have been prop- 
erly invested can be liquidated without 
undue sacrifice. 

Third, that commercial banks be pro- 
hibited from making real estate mort- 
gage loans; from buying bonds, except, 
perhaps, those of the Federal Govern- 
ment, and from making collateral loans 
to enable borrowers to buy or carry in- 
vestments, thus limiting the activities of 
commercial banks strictly to their 
proper monetary function of providing 
a flexible self-liquidating credit cur- 
rency with which to implement the 
economic process.—Ralph W. Manuel, 
President, Marquette National Bank, 
Minneapolis, Minn. 





BANKING’S WORST ENEMY 


HE worst enemy of banking in this 

country has always been the busi- 

ness cycle, Leonard P. Ayres, 
vice-president, Cleveland Trust Com- 
pany, told the Graduate School of Bank- 
ing last month. The school was con- 
ducted jointly by the American Bankers 
Association and Rutgers University, 
and was attended by about 600 bank 
executives from all parts of the United 
States. 

“Bankers have always made loans in 
periods of prosperity that turned out 
to be in greater or less degree uncol- 
lectible in the following periods of de- 
pression,” Colonel Ayres said. “When 
the depressions were mild and brief the 
resulting banking troubles did not 
prove serious, but when they were se- 
vere the banks suffered greatly.” He 


said that with almost clocklike regular- 
ity banking has been hard hit in busi- 


ness depressions at intervals of about 
twenty years ever since this country has 
been in existence. 

Colonel Ayres discussed present busi- 
ness prospects. He pointed out that 
while four warning signals which have 
always appeared in advanced stages of 
prosperity periods preceding previous 
major depressions are now apparent 
and may make one wonder whether 
more serious developments may be im- 
pending, the answer will probably turn 
out to be in the negative since general 
business is not yet well along in a 
period of prosperity. 

He pointed out that there are now 
available for study long series of con- 
tinuous financial records of previous 
business cycles, and that from now on 
bankers who do not avail themselves of 
this material will feel the competition 
of those bankers who are students of 
such matters. “Under this new competi- 
tion there will be no adequate substi- 
tute for informed judgment about 
business cycles as a basis for the formu- 
lation of banking policies,” he declared. 
He added, however, that we have not 
yet reached the time when anyone can 


write a simple and valid book entitled, 
“The A.B.C. of the Business Cycle.” 

Every depression which was serious 
enough to cause important banking dif- 
ficulties during the past hundred years 
furnished four clear warnings of its ad- 
vent long before the crisis came, Colonel 
Ayres said, describing them as follows: 

“When business is prosperous and 
bond prices turn down and continue to 
decline, and then stock prices turn 
down and keep on declining, it is 
clearly time for the banker to become 
unusually cautious. When interest rates 
stiffen from month to month in a period 
of prosperity, while bond and stock 
prices are declining, the banker should 
be aware that trouble may be brewing. 
Wholesale prices always advance dur- 
ing periods of prosperity and then 
shortly before the following depressions 
develop they turn downward. 

“The most important fact about these 
warning signals that foretold the ad- 
vents of all our serious depressions is 
that they have all four been operative 
before every one of the depressions. 
There are no exceptions. When they 
all give warnings together during an 
advanced period of business prosperity 
they constitute in combination a de- 
pendable and unfailing sign that 
trouble which may prove serious to 
bankers is about to develop.” 

Colonel Ayres said that there are also 
four more general principles to bear 
in mind about business conditions 
which might result in banking difficul- 
ties: first, that all great wars are fol- 
lowed by long and serious depressions 
about ten years after the close of hos- 
tilities, second, that the severity of de- 
pressions is increased if there was much 
real estate speculation during the pre- 
ceding prosperities, third, that depres- 
sions are especially serious when the 
preceding prosperities are accompanied 
by periods of widespread speculation 
in securities and, fourth, that all ex- 
ceptionally serious depressions are in- 
ternational in character. 
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A Valuable Aid for Every Bank 
Handling Personal Trusts . . . 


Personal Trust Administration 


By CUTHBERT LEE 


ERE for the first time the trust officer and employes of 

trust departments have definitely in writing the ac- 
cumulated knowledge regarding the handling of personal 
trusts which has hitherto been slowly, laboriously and inac- 
curately handed down from one bank generation to an- 
other—taught and learned by word of mouth. The entire 
procedure for administering personal trusts is here described 
in detail—based on the practice of the most efficient trust 


companies. 


Price $5 Delivered 
BANKERS PUBLISHING COMPANY 


BOOK DEPARTMENT 
465 Main Street, Cambridge, Mass. 


Discussing present prospects, Colonel 
Ayres said: “As we consider business 
conditions in the summer of 1937 in 
the light of our review of the warning 
signals that are important for bankers, 
we may have some disquieting reflec- 
tions. Bond prices have been declining 
most of the time since the turn of the 
year. Stock prices have been falling 
since March. Interest rates have been 
slowly stiffening, and wholesale com- 
modity prices have moved downward. 
This combination of price movements 
may well make one wonder whether or 
not still more serious developments may 
be impending. The answer will prob- 
ably turn out to be in the negative, and 
for the reason that general business is 
not now well along in a period of pros- 
perity, and in fact is not in true pros- 
perity at all. 

“At the present time the business of 
banking is characterized almost every- 
where in this country by prudence, 
caution and conservatism of operation. 
The lessons of the great depression are 
still clear in our memories, and there 
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has been no such upsurge of new busi- 
ness as to tempt us to forget them. 
Nevertheless, these calm conditions will 
not permanently endure. We are slowly 
returning to prosperity and some time 
in the future that condition will really 
develop. It now seems wholly probable 
that when it does, we shall experience 
something of a building boom, and 
with it a return of real estate specula- 
tion. 

“No one can now foretell how vigor- 
ous the speculative activities of such a 
period may prove to be, but we have 
in our banks the credit resources that 
could finance a real boom. The same 
is true with respect to future possibil- 
ities in security speculation and in com- 
modity speculation. Our credit re- 
sources are adequate to finance a 
business boom, a real estate boom and 
a stock market boom simultaneously. 
If we yield to the temptation to do any- 
thing of that sort in the next few years 
we should be prepared to watch vigi- 
lantly for the appearance of the warn- 
ing signals.” 





Death of Frank A. Vanderlip 


ITH the recent death of Frank A. 
Vanderlip, at one time president 

of the National City Bank of New 
York, the country has lost one of its 
leading financiers although he had not 
been active in banking since his retire- 
ment from the National City in 1919. 
Of the obituary notices which ap- 
peared at the time of his death one of 
the best was that which was published 
in “The New York Tribune” from 


which we quote in part as follows: 


When Frank Arthur Vanderlip was six- 
teen years old his father died leaving him 
head and principal wage earner of the 
family. He got a job as a machinist’s 
apprentice back of a lathe earning 75 cents 
for a ten-hour day. Thirty years later he 
had amassed his first million as president 
of the National City Bank. 

Those thirty years saw the rise of an 
Illinois farm boy to a commanding posi- 
tion as a leading national and international 
banker. Twenty of those thirty years saw 
great changes in Wall Street due in great 
part to Mr. Vanderlip’s influence. Branch 
banking became an accepted institution, 
foreign loans were floated and other inno- 
vations were adopted by New York banks 
after Mr. Vanderlip had tried them at 
National City. 


A Banker by Accident 


Mr. Vanderlip’s entrance into high 
finance was accidental. After he gave up 
the machinist trade and moved on to Chi- 
cago as a reporter he met a friend who 
got him into financial writing. Soon his 
work attracted a Secretary of the Treas- 
ury, there followed a brief tenure in the 
Treasury Department in Washington which 
attracted the attention of the elder James 
Stillman, then head of National City Bank. 
Stillman weaned him away to Wall Street 
and Mr. Vanderlip’s career as a financier 
began. 

Mr. Vanderlip was born on a farm near 
Aurora, Ill, on November 17, 1864, one 
of three children. When the father died 
the family gave up the farm and moved to 
town, Frank going into the lathe shop. He 
had had a public school education and 
while he was short on spelling, he was long 
on mathematics. In his spare time he per- 
suaded a draftsman to teach him drawing 
and another to teach him higher mathe- 
matics. He took a year’s course in me- 
chanical engineering at the University of 


Illinois, and on his return home wrote 
Thomas A. Edison for a job. Edison turned 
him down, and he went back to the ma- 
chine shop. 


Became a Reporter 


Encouraged by the offer vf a job as 
foreman of the shop, he took a correspond- 
ence course in shorthand, practiced the 
symbols with chalk on the tail stock of his 
lathe, but hard times closed the machine 
shop and he turned to newspaper work, 
obtaining a job in Aurora, where simul- 
taneously, he was city editor, bill collector 
and office hoy. Through a friend, Joseph 
French Johnson, later dean of the New York 
University School of Commerce, he was 
engaged as stenographer with Scudder’s In- 
vestigation Agency in Chicago. 

The firm made out reports on corporation 
statements, analyzing and reviewing their 
weak points. Mr. Johnson left -Scudder’s 
to become financial editor of “The Chicago 
Tribune,” and Mr. Vanderlip succeeded 
him with that agency. 

In 1888 he followed Mr. Johnson on “The 
Tribune” as a reporter and at first covered 
the hotels. Then he drifted to the financial 
news and at twenty-five was made financial 
editor. 

Corporate publicity was unknown in those 
days and stockholders’ meetings were closed 
to reporters. But Mr. Vanderlip conceived 
a plan of getting around this hindrance 
by purchasing a share of stock in every 
local corporation. Thus the doors of the 
meetings were opened to him and the finan- 
ciers wondered where the leak was. It 
took a year before the other papers discov- 
ered the method. 


Unearthed Traction Deals 


One of his greatest exposes while doing 
financial writing was his unearthing of the 
various traction dealings of Charles T. 
Yerkes, then one of Chicago’s most promi- 
nent financiers. 

While doing his work on “The Tribune,” 
Mr. Vanderlip found time to take courses 
in history, economics, banking law and in- 
ternational exchange at the University of 
Chicago. Alfter eight years on “The 
Tribune” he moved to “The Economist,” 
which was regarded as an authority in its 
special field. 

His reputation spread, and one night he 
received an urgent call to the home of 
Philip Armour, of the packing family where 
he found gathered most of Chicago’s finan- 
ciers in an unhappy state of mind. 

He was told that several large corpora- 
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tions had foundered and that the Stock 
Exchange would not open the next morn- 
ing. The financiers told him he had been 
chosen to break the news to the public. He 
warned the financiers not to answer any 
questions from any other newspapers, then 
went to his office, got in touch with other 
city editors and told them he had a story 
of such importance that they would all 
have to work together on it. He said he 
would write the story and they could put 
the headlines on it, but he would have to 
approve them. His plan was carried out 
and the city was saved from what might 
have developed into a serious panic and 
bank run. 


Called to Washington 


William J. McKinley was President and 
his Secretary of the Treasury was Lyman 
J. Gage. Mr. Gage called young Mr. Van- 
derlip to Washington in 1897 and made 
him an assistant secretary in charge of the 
United States Mint, Bureau of Engraving 
and Printing, Division of Public Moneys, 
Loans and Currency, Bookkeeping and 
Warrants and Files. 

His genius for financial organization was 
soon displayed. When the Spanish-Ameri- 
can War came, a $200,000,000 loan was de- 
cided upon and the matter of raising it 
was placed with the Treasury. Mr. Van- 


derlip, then Assistant Secretary, decided to 
obtain the money by popular subscription, 
although this-method had been tried be- 


fore and had failed. But he set to the 
task and organized a special force of 300 
clerks who worked day and night in eight- 
hour shifts handling the enormous amount 
of detail. Within five and a half hours 
after the books were closed, subscriptions 
totaled $1,400,000,000 and he was able to 
announce the successful bidders. 

Later he went to Puerto Rico for the 
Treasury Department to study its financial 
conditions and its change in currency. In 
the meantime Wall Street had been watch- 
ing this young financial genius. 

James Stillman, Sr., head of the National 
City Bank of New York, and known as 
the “silent bank president,” had _ been 
watching Mr. Vanderlip particularly and 
began a plan to wean him away from 
Washington. He went to Secretary Gage 
and said, “I want a bright young fellow 
who knows finance.” 

“I know such a man,” Mr. Gage replied. 
“His name is Vanderlip, but you can’t 
get him.” 

But Mr. Stillman, who usually got what 
he wanted, was not to be denied. He per- 
sisted and finally persuaded Vanderlip to 
give up his government position and tackle 
Wall Street. In February, 1901, Mr. Van- 
derlip resigned as Assistant Secretary of 
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the Treasury and took the train to New 
York and Wall Street. 


He Publicized the Bank 


Wall Street waited with keen interest 
to see whether this former Chicago re- 
porter could make the grade in a big job. 
Mr. Stillman did not make it easy for 
him. Mr. Vanderlip, appointed a_ vice- 
president, got an empty desk in the huge 
bank and for four days nothing happened, 
The young man realized he could not just 
sit and do nothing, that he would have -to 
find a place for himself. He saw he had 
to produce ideas because the bank was so 
well organized that routine matters were 
managed smoothly. 

He soon decided that the National City 
Bank ought to be brought to the world. 
Under the old regime it was a thing apart 
from the life of the city and nation, and 
few came into contact with the officers ex- 
cept large depositors and men of high 
standing. He envisioned the bank as a 
unit in the financial and social structure 
of the nation and lost no opportunity in 
speech to emphasize the importance to pub- 
lic service vf a bank. Wall Street and 
the bank were alarmed at first and watched 
anxiously. 


Even Stillman Opposed Him 


Mr. Vanderlip knew that banks would 
like to be freed from the red tape inci- 
dental to buying up bonds to cover circu- 
lation and depositing reserves to cover note 
issues. He dictated a circular letter to 
4000 banks throughout the country inform- 
ing them of his plan to make his bank the 
representative of other banks in Govern- 
ment bond transactions. But here again 
he bumped into an obstacle when he heard 
that the National City Bank never went 
after new business. 

But he persisted and bluntly told his 
seniors that if they never had solicited new 
business, it was time they began. In 1902 
he started another innovation—the bank 
circular. 

At first Mr. Stillman did not encourage 
his protege, especially in his speech-making. 
The bank had long been guided by the 
homily, “Silence is golden.” 


Speaks and Prices Fall 


‘One of Mr. Vanderlip’s speeches before 
the Wilmington, N. C., Chamber of Com- 
merce, in which he warned against too much 
speculation and inflation and called for a 
slow-down in financial circles, did not at 
first attract attention. After extracts were 
printed in a few papers it appeared in 
full in Sunday editions of the New York 
newspapers. Finally Wall Sreet woke up 
and saw behind the speech the figures of 
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Mr. Stillman and his allies, the late William 
Rockefeller, and the late Henry H. Rogers. 
Selling began and the speech foreshadowed 
a depression which followed some months 
later. Thereafter Mr. Vanderlip’s speeches 
were heard with respect. 

But even more, Mr. Stillman respected 
and trusted his protege. In 1906 Mr. Still- 
man made Mr. Vanderlip vice-president of 
the bank and the next year put him in 
charge of its dealings with the Standard 
Oil Company, one of its foremost clients. 
Wall Street began to see that Mr. Stillman 
was preparing his successor. ‘wo years 
later Mr. Stillman stepped down as presi- 
dent and the former Chicago reporter with 
the breezy Western manner took up the 
post. Deposits had then reached $240,- 
000,000. 

As president he brought about even more 
changes. It was through his efforts that 
the bank established branches in all parts 
of the world. He wanted the bank to be 
a link between the buyer of goods over- 
seas and the seller in the United States 
and vice versa. He also wanted banks to 
render small services to depositors without 
charge such as suggesting hotels and con- 
venient trains. He developed banking in 
South America and saw that as one of the 
most fertile fields to be cultivated. 

The National City opened its first for- 
eign branch in 1914 and by 1919 it had 
twenty-four and the International Bank- 
ing Corporation, an affiliate, twenty-five. 
Another thing he developed was the facil- 
ity for American traders to get short-term 
credit. 


Opposed Reserve Districts 


Mr. Vanderlip favored a central reserve 
bank under Federal control and opposed 
in 1913 the Glass-Owens bill which called 
for all Federal banks under Government 
supervision to be divided into reserve dis- 
tricts. Representative Carter Glass, now 
Senator Glass, author of the bill, had many 
sharp words to say about Mr. Vanderlip 
over the issue and opposed the banker’s 
idea as contrary to the Baltimore Demo- 
cratic platform of 1912. He accused the 
banker of “drawing a red herring over the 
issue to delay legislation.” 

Mr. Vanderlip’s proposal was for a single 
Federal Reserve Bank with branches un- 
der the management of a board of direc- 
tors appointed by the President. The stock 
of the bank was to be thrown open to 
public subscription and the bank to be 
capitalized at $100,000,000. 

His years as president of the National 
City Bank also were linked with World 
War financing both in Europe and _ the 
United States. 

In November, 1915. he headed the $50,- 
000,000 American International Corporation 
used to promote trade and financial re- 
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lations with foreign countries. He also 
headed a committee to establish a $50,000,- 
000 British credit here supplemental to the 
$50,000,000 Anglo-French loan. Eight Lon- 
don banks joined together to borrow it. 
The loan was distributed in the United 
States through the sale of participating cer- 
tificates. 

In 1917 he was called to Washington to 
head the campaign to raise $2,000,000,000 
through the sale of War Savings Certifi- 
cates, and became a dollar-a-year man. But 
he commuted frequently to New York to 
keep his finger on the pulse of the Na- 
tional City Bank. He threw himself into 
the War Savings Stamps drive and made 
a speaking tour of the country. He also 
headed the $2,000,000 Liberty Loan 
drive in the New York Federal Reserve 
District. He was chairman of the National 
War Savings Committee. 


Quit Bank in 1919 


Mr. Vanderlip resigned from the Na- 
tional City Bank on June 4, 1919, and 
was succeeded by James A. Stillman, Jr. 
Mr. Vanderlip was its tenth president. 
When he joined the bank in 1901 its de- 
posits were $162,000,000 and on January 1, 
1919, they were $1,000,000,000. 

On retiring he observed: “It feels good 
to be a free man again.” But Wall Street 
and the nation were to hear from ‘him for 
many years afterward. He said on his re- 
tirement that the three great changes in 
Wall Street during the eighteen years he 
was one of its dominant figures were the 
inauguration of the Federal Reserve Bank, 
the development of branch banking and 
the tendency of banks to participate in the 
marketing of securities. 
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ROYAL BANK OF CANADA 
STATEMENT 


THE statement of the Rayol Bank of 
Canada as of May 31, 1937, has re- 
cently been released. Total resources 
were reported as $882,039,315.73; de- 
posits $757,692,137.38; cash on hand 
and in banks in Canada, $56,517,- 
888.70; government and municipal se- 
curities, $290,244,417.16; other bonds, 
debentures and stocks, $37,228,249.43; 
call loans on stocks and bonds, $44,- 
261,132.61; loans and discounts $313,- 
018,183.40. Capital account is made 
up as follows: Capital paid up, $35,- 
000,000.00; reserve fund, $20,000,- 
000.00; undivided profits, $1,913,- 
796.49. 





Key to the Unemployment Problem 


{From “New England Letter,” First National Bank of Boston} 


OME authorities contend that we are 
doomed to have a permanent group 
of about 5,000,000 or so un- 

employed because of the displacement 
of men by machines. This same cry 
has been heard ever since the beginning 
of the industrial revolution 150 years 
ago. If this contention were true then 
in each succeeding decade a smaller 
percentage of the population would be 
gainfully employed. The facts are that 
from 1870 to 1930 the population 
trebled but the number of workers 
nearly quadrupled while the volume of 
production increased many fold. Mech- 
anization, skillful management, im- 
proved transportation facilities and the 
like made possible a tremendous in- 
crease in per worker output which, in 
turn, has been reflected in higher liv- 
ing standards of the masses. Over a 
period of time it has been found that 
machines not only provide more jobs 
but increase the real wages of the work- 
ers and reduce the hours of labor. At 
present employment is more nearly nor- 
mal in those industries that are highly 
mechanized whereas unemployment is 
the greatest in such lines as building 
where labor-saving devices are not ex- 
tensively used. 

It has been said that a large per- 
manent class of unemployed is _in- 
evitable in the country because of our 
industrial maturity. According to that 
theory we would expect Great Britain 
to be in a most unfavorable position as 
her industrial history extends back over 
a much longer period than ours. We 
find, however, that the total number of 
persons employed in Great Britain on 
June 30, 1936, was 1,700,000 more 
than in 1923. During this period the 
population increased by about 2,000,- 
000 so that the number of unemployed 
in 1936 was only 300,000 in excess of 
the earlier year despite the increase in 
population. This fine showing has been 
made possible by a shift of labor from 
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the declining industries to those that 
are new and expanding. The extent of 
this movement has been so great that 
not only have the workers been ab- 
sorbed who were made idle by the de- 
pression but also those affected by the 
adoption of labor-saving devices. 

Industry works at its maximum effec- 
tiveness and offers the greatest oppor- 
tunity for employment when various 
costs are in line so that goods can be 
freely exchanged. Industrial efficiency 
also requires the prevalence of friendly 
labor relations, reasonable wages and 
profits, as well as adequate and eco- 
nomical transportation facilities. Under 
these conditions not only can employ- 
ment be provided for all those able and 
willing to work but an incentive is pro- 
vided for plant expansion and the em- 
barkation upon new enterprise which 
in turn contributes toward the greater 
volume of production and employment. 

When, however, industry is hampered 
and harassed by unreasonable and re- 
strictive legislation, by industrial war- 
fare, and burdened by confiscatory 
taxes with penalties imposed upon un- 
distributed profits, then a blow is 
struck at the heart of private enterprise. 
Instead of advancing, business retreats 
and all suffer in consequence. 


Increased Production 


The key to the solution of the un- 
employment problem lies in increased 
production at prices that will move 
goods into consumers’ channels. So 
long as human wants are unsatisfied 
there is potential work for all provided 
our economic system functions orderly, 
efficiently and without serious interrup- 
tion. Our efforts should be concen- 
trated upon bringing about harmonious 
industrial relations and the adoption of 
sound policies and not resort to reme- 
dial measures that merely aggravate 
the very conditions they are designed 
to correct. 





Redistributing the National Income 


By A. A. BERLE, Jr. 


Associate Professor of Corporate Law, Columbia University Law School 


[From The Yale Review, Copyright, Yale University Press} 


OST countries at some time in 

their history have thought it de- 

sirable to redistribute the national 
income. This attitude is so old as to 
be almost a survival of a primitive in- 
stinct. Mosaic law, for instance, con- 
templated a thorough redistribution of 
wealth once in every 50 years; redistri- 
bution of wealth was the accepted 
method of redistributing income. 

Frequently, such redistributions have 
been based on the eruption of depressed 
classes; sometimes (as in the United 
States today) they are the frank imple- 
mentation of a humanitarian policy. 
Underlying them is the hypothesis that 
redistribution of income is necessary for 
national economic well-being. 

A few estimates give a general idea 
of the situation. In 1929, less than 
50,000,000 people in the United States 
had incomes at all; of these, 40,000,- 
000, about 80 per cent., made $2500 or 
less. If we take $2500 a year per fam- 
ily as a rough measure of a decent 
standard of living {surely not too high 
in present-day civilization), we find 
that the population’s great bulk lay 
below that line. 

One salient fact begins to emerge: 
The main task consists of leveling up 
rather than leveling down; the policy 
of dispersion of income is useful to the 
extent that, and only to the extent that, 
it achieves this result. Assuming we 
are trying to deal with this 80 per cent., 
how much of the national income do 
wr! get? Actually, they get roughly 

alf. 

A fair guess is that 20 per cent. of 
the people who have incomes take in 
more than $2500 a year, and that the 
total of their takings is just under half 
the national income, leaving 80 per 
cent. of the people who work for a liv- 
ing to divide the rest. 


The maximum that dispersion through 
taxes could accomplish would be a 
transfer of 30 per cent. of the national 
income from the top, or over-$2500 
group, to the bottom, or under-$2500 
group. Were this done to mathemati- 
cal perfection, there still would be an 
enormous body of low-income groups 
which did not come near a $2500 stand- 
ard. 

* * * * 


Let us pass over all questions of de- 
sirability and policy and assume that 
we, want to come as near as we can to 
just this result. How far can a taxing 
policy do it? The answer is that it 
cannot. 

Two-thirds of the national income is 
paid out to employes. Employes, of 
course, include not merely small wage- 
earners, but bank presidents; neverthe- 
less, even if we aggregate the high 
salaries of major executives, the over- 
whelming bulk of this figure (some 53 
billion dollars in a year like 1929) 
goes to the lower bracket groups. 


Income Distributed Through Wages 


The method of distributing the largest 
part of the national income is therefore 
through wages rather than through in- 
come from property. A little might be 
done in leveling off high salaries and 
raising low ones, but it would be a 
small item. 

About one-sixth of the national in- 
come goes to individual enterprisers, in- 
cluding farmers; and they are in the 
main the recipients of relatively small 
incomes. In this class are, of course, 
a few very highly paid people. In 
bulk, however, this is income that re- 
sults from work of one sort or another 
and is already fairly highly distributed. 
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The tax program would operate only 
on a small upper fragment of it. 

We have thus accounted for five- 
sixths of the national income, leaving 
only one-sixth in the hands of investors. 
In 1929 the corporate savings which 
are the object of the present tax re- 
quiring corporations to pay dividends 
were estimated as amounting to only 
1 per cent. of the national income. 

This, obviously, is not a major factor, 
and unless it is to be assumed that in- 
vestors are not to have any income, the 
amount to be subtracted from invest- 
ment income by taxation that can be 
dealt with here is plainly limited in 
quantity. It may be a significant ag- 
gregate. It is not a prime attack. 

The conclusion would have to be that 
while in the upper brackets there was 
a concentration which could be broken 
up through combined taxation of un- 
duly large property holdings and of un- 
duly large incomes, the problem’s bulk 
lies elsewhere. 

Dispersion of national income occa- 
sioned through taxes on property ap- 
pears to operate directly only on 
roughly 20 per cent. of the field. 

Taxation can do a great deal; but 
carried out most perfectly and ruth- 
lessly it would merely shift 30 per cent. 
of the national income from an upper 
bracket consisting of one-fifth of the 
income producers into a lower bracket 
consisting of 80 per cent. Obviously 
to do so would be to tear out the real- 
ization of the ideal which most Ameri- 
cans hope ultimately to achieve for 
themselves or their children. For the 
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New York City 


surface indications are that a great part 
of that 30 per cent. would be taken 
away not from princes of property or 
accumulators, but from people who are 
efficient at their jobs and earn mod- 
erately high incomes (but mainly less 
than $15,000 a year) because they are 
superior people. Only a small frac- 
tion of it would be taken from accumu- 
lators, property holders, investors and 
corporations which have failed to dis- 
tribute as rapidly as they gathered in- 
come. 

Probably the major force for dis- 
persion lies in the demands of workers 
for better pay, and conceivably in the 
demand of consumers for lower prices. 
Even if dispersion were complete, based 
on a boom year like 1929, the result 
would be far short of any goal of a 
national standard of living—unless dis- 
persion automatically produced an in- 
crease in the national income. 

This brings us to the final proposi- 
tion, which in my judgment must be 
cardinal in our thinking in this field. 

The real object must be increase in 
the national income. Tools are appear- 
ing to take care of sufficient dispersion 
to prevent undue accumulation. But 
the underlying and eternal problem is 
the problem of so using our national 
plant and our resources that the in- 
come of the country may steadily and 
continuously rise. The job is to level 
up far more than to level down. 

Distribution is one problem. But if 
the ultimate goal is to be reached there 
must be a great deal more to distribute. 
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Real Estate 


as Security 


By Justin N. REINHARDT 
Member of the New York Bar 


N recent years, the banker has ex- 
perienced mortgage troubles with 
increasing frequency. Defaults of 

principal or interest, or both, have bur- 
dened him with problems in which he 
formerly had but academic interest. 
Default has confronted him with the 
necessity of choosing a course of action 
—foreclosing on the mortgaged prop- 
erty or “stringing along” with the 
owner. He has learned, by sad experi- 
ence, of the absence of any general rule 
or formula for the solution of his diffi- 
culties. He has come to recognize that 
the nature of the security, the character 
and resources of the debtor, and an in- 
finite number of imponderables should 
determine his decision; that no two real 
estate situations are exactly alike or 
warrant identical treatment. 

The introduction of the “one-prop- 
erty-corporation” led to a limited un- 
derstanding of the fact that the prop- 
erty, rather than the personal obligation 
of the mortgagor, was the mortgagee’s 
security. This point was forcefully 
driven home during the depression 
when wholesale defaults by mortgage 
guaranty companies removed the 
cushion under worthless individual and 
corporate obligations. The importance 
of the underlying security was further 
emphasized by the adoption of Federal 
and state legislation designed to relieve 
harassed debtors from the general defla- 
tion of values. 

The country became “moratorium 
conscious.” Many state legislatures en- 
acted statutes which, by various 
methods, sought to ease the burden upon 
debtors generally and mortgagors par- 
ticularly. New York, for example, bor- 
rowed a device which had long been 


operative in the adjacent state of Con- 
necticut—deficiency judgments were 
limited by law to an amount equal to 
the difference between the face value of 
the obligation, plus prior liens, and the 
“fair and reasonable market value of 


This article is the first of a con- 
templated series relating to the value 
of real estate as security in the light 
of existing economic and legal de- 
velopments. 


the mortgaged premises” which consti- 
tuted the security for the loan. Also, 
the Federal Government enacted the 
now famous Section 77B of the Na- 
tional Bankruptcy Act. The purpose 
of this latter statute was to bring about 
*‘a concordance of creditors.” However, 
where the debtor was able to show the 
existence of an equity no court would 
approve a plan of reorganization which 
did not adequately provide for such 
equity. Valuation became the keynote 
of the day. 

The absence of a ready market for 
the property to be evaluated under the 
state or Federal statute necessitated the 
development of a new technique. How 
could the worth of a piece of property 
be determined if it could not be sold? 
It had been easy enough prior to the 
depression when comparable sales 
served to determine the value of real 
estate in much the same fashion as cur- 
rent market quotations fixed the value 
of commodities and securities which 
even if no sales were made, at least 
were the subject of a day to day suc- 
cession of bid and asked quotations. 
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How to Analyze a Bank Statement 


By F. L. GARCIA 


————— Statistician 
—" Holt, Rose & Troster 

New York 
T is the purpose of this booklet to discuss from the practical standpoint some 
accepted methods of bank statement analysis. Although the analyst can only 
be as good as the data at his disposal, the greater detail now available in 
bank statements is imparting to statement analysis a real significance many 

times lacking in the past. 


@ Mr. Garcia first considers the bank statement taking up item by item the 
various entries which appear under assets and liabilities. He then goes on to 
discuss the “intangibles” which must be considered in appraising the quality of 
bank management. He then considers the process of analysis particularly with 
reference to various standard ratios which are indicative of a bank’s strength or 
weakness. The last section is devoted to an analysis of a bank’s earnings. 


q An appendix gives a number of important tables showing how different bank 
ratios have changed during inflationary and deflationary periods. 


Price $1.00 Delivered 


Bankers Publishing Company 
465 Main Street, Cambridge, Mass. 


As was said in Sloan v. Baird, 162 
N. Y. 327, 330: 


. .. The market value of property is es- 
tablished when other property of the same 
kind has been the subject of purchase or 
sale to so great an extent and in so many 
instances that the value becomes fixed. 
Bouvier, in his Law Dictionary, defines 
market value as a price established by 
public sales, or sales in the way of or- 
dinary business, as of merchandise. 


Prior to the depression, the standard 
judicial definition of the vaiue of prop- 
erty was “the price which it will bring 
when offered for sale by one who de- 
sires but is not obliged to sell it, and 
is bought by one who is under no neces- 
sity of buying it.” But as is usual with 
judicial definitions, this one worked 
only until it was put to the test of un- 
usual conditions. The courts found 
themselves without a guide when faced 
with a complete absence of willing pur- 
chasers. 

Even prior to the depression, unusual 
circumstances had arisen which led the 
courts in some cases to allow the seller 
“a reasonable and ample time for sale, 
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such as would usually be taken by an 
owner.” (Peo. ex rel Sebring v. Dowd, 


206 A. D.-727.) Never had there been 


a parallel to recent experience wherein 


‘even after “shopping around,” it was 


impossible to find a buyer for the gen- 
eral run of real estate. On rare occa- 
sions, in the past, the property itself 
was of such a specialized nature that it 
was not salable. Such properties as the 
Union Club edifice in New York City 
were not valued according to the gen- 
eral rule. Neither they nor similar 
properties had been the subject of fre- 
quent sales. On the other hand, to 
quote the Court of Appeals: 


It has been said that value does not in- 
here in the thing to be valued; that it is 
a subjective conception; that identity of 
belief, on the part of many traders, as in- 
dicated in a market, causes the conception 
to assume the objective quality of an es- 
tablished fact. (Sedgwick on Damages, sec. 
242.) “Market value,” as an exclusive meas- 
ure of damages, necessarily involves iden- 
tity of concept as disclosed by frequency of 
sale. “Proof of a single sale is not enough 
to establish a market value.” (Sedgwick, 
sec. 244.) Clearly, where no sales have 
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been made, the opinion of an expert that 
the property in question “will sell” for a 
given sum does not establish “market value,” 
in the sense of an exclusive criterion of 
value. (Italics ours.) 


Therefore, in the absence of a mar- 
ket, the courts developed the body of 
doctrine which is the key to valuation. 
In North Am, Tel. Co. Vv. No. Pac. Ry. 
Co., 254 F. 417, the Federal court had 


said: 


When the matter under investigation is 
so exceptional as the right involved in the 
present case, to try to fit it into the formula 
of “market value” leads only to confusion. 
In such a case all that can be done is to 
aid the jury by the opinions of men who 
are shown to have opinions which will prove, 
in the judgment of the trial court, a help 
to the jury, and to present the various 
features of the property to which we have 
already referred. The elements which wit- 
nesses may properly bring forward in such 
a case are those which experienced and in- 
telligent business men would present, if 
they were negotiating with respect to the 
property in question. Boom Co. v. Patter- 
son, 98 U. S. 403, 25 L. Ed. 206; United 
States v. Chandler-Dunbar Co., 229 U. S. 
33, 77, 33 Sup. Ct. 667, 57 L. Ed. 1063... . 
North American Telegraph Co. v. Northern 
Pac. Ry. Co., 254 F. 417, 419. 


Nevertheless, prior to Heiman -v. 
Bishop, 272 N. Y. 83, many applica- 


tions for deficiency judgments were ° 


decided by the lower courts on the basis 
that value required a market. The stat- 
ute (Sec. 1083 a and b of the N. Y. 
Civil Practice Act) directed the court 
to determine the fair and reasonable 
market value of the property as of the 
date of the foreclosure sale or, if the 
property had no market value then the 
nearest earlier time at which the prop- 
erty had a market value. In accord- 
ance with the language of the statute, 
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the courts uniformly found the prop- 
erty had no market value at the date 
of the foreclosure sale and had had 
none prior thereto at any time since 
the drop in realty values. The result 
was to fix the value on the old high 
price basis and to deny mortgagees de- 
ficiency judgments in almost all cases. 

This was pointed out to the Court of 
Appeals in Heiman v. Bishop. To avoid 
any doubt as to the constitutionality of 
the statute as applied by the courts, the 
Court of Appeals laid down a rule for 
valuation based upon the earlier cases 
relating to unique properties. The 
court held that value under the statute 
will be determined rather by the court’s 
view of what would be the fair and 
reasonable market value of the prop- 
erty at the time of sale or such nearest 
earlier time as the property shall have 
had any market value. Its opinion will 
be based upon evidence of the age and 
construction of the buildings on the 
premises, the rent received therefor, 
assessed valuation, location, condition 
of repair, the sale price of property 
of a similar nature in the neighborhood, 
conditions in the neighborhood which 
affect the value of property therein, ac- 
cessibility and all other elements which 
may be fairly considered as affecting 
the market value of real property in a 
given neighborhood. However, merely 
by providing this form of words, the 
court accomplished little toward clari- 
fication of the problem. For lawyers 
differ in their interpretation of the 
language while experts differ in their 
views as to its meaning. The ultimate 
resolution of these conflicting ideas is 
of vital importance to the banking com- 
munity. 


Should Railroad Securities Be Sold ? 


Ss. B. 


LURIE 


Redmond §& Co. 


HE recent laggard market action of 
the carrier group is apparently a 
reflection of the following factors: 
(1) Doubt has arisen as to the ability 
of business to resume the upward re- 


covery trend in the fall. At any rate, 
a greater than seasonal recession in in- 
dustrial production is looked for during 
the third quarter. Being a high lever- 
age industry, declines in gross will play 
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havoc with net. (2) Many of the April 
and May earnings statements revealed 
lower net profits even though volume 
was higher than a year earlier. The 
June earnings reports may likewise 
prove a disappointment to speculative 
enthusiasm. With labor harassing in- 
dustry, the gain in car loadings over 
last year for the month of June will 
not be as large as that witnessed in 
May. (3) The railroad labor unions 
are assuming a more belligerent atti- 
tude in their demands for wage in- 
creases that might raise the industry’s 
wage bill approximately $500,000,000 
annually. This compares with estimated 
aggregate 1936 railroad net income of 
$300,000,000. Not only would a wage 
increase of anywheres near this amount 
disturb previous expectations of high 
earnings and dividend payments, but 
railroad stocks and second grade bonds 
will remain under a cloud until the 
labor question is clarified. 

While recognition must be given to 
the importance of each of the foregoing 
bearish arguments, other, more con- 
structive considerations may well pre- 
dominate in the long run. Expressed 
another way, it would appear that, on 
balance, the unfavorable factors are be- 
ing over-emphasized and that sight is 
being lost of ameliorating factors that 
could easily bring about a better specu- 
lative psychology. 


Business Outlook 


As far as the railroads are con- 
cerned, the traffic outlook for the second 
half of the year is not nearly as un- 
favorable as it would appear to be on 
the surface. This, notwithstanding the 
huge soldiers’ bonus in circulation last 
summer and the generally better than 
seasonal tone in business in the fall 
months. As was recently pointed out 
by the National Association of Purchas- 
ing Agents, “the concensus is_ that 
present conditions are of rather tem- 
porary character, and that an active fall 
season should follow this current un- 
settled and declining phase in the busi- 
ness structure of the country.” The 
one big “if” in the outlook is the strike 


THE BANKERS MAGAZINE 


situation, but given a release of busi- 
ness from the industries beset with labor 
difficulties and the realization of crop 
estimates, traffic should more than hold 
its own with last year. 

In fact, a peak movement of over 
900,000 cars is looked for in October, 
against a 1936 peak of 827,000 cars, 
This is a reflection of estimates that 
third quarter industrial production will 
at least equal and probably exceed that 
of the like 1936 quarter. While the 
rate of gain in traffic over last year is 
apt to be held down as long as the 
strikes last, carloadings in coming 
weeks will have the benefit of a winter 
wheat crop 25 per cent. greater than 
last year. It may be noted that, in the 
past few months of increased loadings, 
the movement of grain and grain prod- 
ucts has been below the 1936 level. In 
other words, higher movement of crops 
might well offset a greater than sea- 
sonal decline in business or temporary 
interruptions to production. In short, 
inasmuch as there is still a good 
chance that business will display its 
normal vitality this fall, the full year 
railroad prospect is not without prom- 
ise. 


Reasons for Lower Earnings 


In May the Class I railroads re- 
ported an increase of 4.5 per cent. in 
net railway operating income over the 
like month of 1936 whereas in April 
the gain was 15.2 per cent. and in 
March 97.4 per cent. This progressive 
decline in the rate of betterment over 
last year naturally has been disconcert- 
ing to the holder of railroad securities. 
Purely from a_ psychological angle, 
speculative expectations were probably 
raised to an over-optimistic level after 
the excellent March results. Basicly, 
however, two factors appear responsible 
for the decline in net railway operat- 
ing income in the face of increased 
gross which was reported by many 
roads: (1) It is “good politics” for 
management not to report high earnings 
at this time in view of labor’s demands 
for increased wages and the railroads’ 
request for higher freight rates; (2) 
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a larger proportion of earnings was 
ploughed back into the property in 
April than in March. In April main- 
tenance expenditures absorbed 32.2 per 
cent. of gross revenues as compared 
with 29.2 per cent. in March. In other 
words, properties are being built up in 
anticipation of the fall increase in traf- 
fic. This same condition apparently 
holds true in so far as the May earn- 
ings statements are concerned. 

In general, a comparison of recent 
operations with the first quarter in- 
crease of 40 per cent. in net railway 
operating income is not accurate due 
to the fact that the March, 1937, state- 
ments made artificially good compari- 
son with a poor March, 1936, when 
trafic was down and costs up due to 
the floods. Actually, the April and 
May earnings statements shape up 
favorably against those of January and 
February. In view of the strike situa- 
tion, the June reports likewise may not 
prove particularly inspiring to the 
holders of railroad equities. Starting 
with July, however, we look for more 
stimulating monthly earnings _ state- 
ments. 


Increased Wages Likely 


As in the case of industry as a whole, 
the main question in the railroad earn- 
ings outlook is the labor problem. The 
attempt of labor to share the fruits of 
industry to a greater extent than here- 
tofore is more important to the rail- 
roads than any other industry because 
of relative cost inflexibility and practi- 
cal inability to raise “selling prices.” 
Railroad management is currently dis- 
cussing labor’s demands for higher 
wages with representatives of the 14 
non-operating unions. After these con- 
ferences are over, an attempt will be 
made to successfully compromise the 
five operating unions’ request for higher 
wages. The fact that representatives of 
the five operating brotherhoods im- 
patiently called for a strike vote does 
not in itself appear alarming. The 
strike vote is probably more of a tacti- 
cal move brought on by the labor news 
of the day than a threat of disrupted 
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operations. More concern should be 
given to the extent of the wage in- 
creases that will be ultimately granted. 
If it is anywheres near the amounts 
now demanded, the railroads will have 
a huge burden of added costs to carry. 

Assuming history repeats itself, the 
requested wage increases will be whit- 
tled down considerably. For example, 
the requested $500,000,000 wage in- 
crease may turn into a $200,000,000 
advance. Moreover, despite the operat- 
ing unions’ demands that the wage 
boost be retroactive, there is the pos- 
sibility that the increase will not go 
into effect until later in the year. In 
addition, the final agreement effected 
may call for a staggering of the in- 
crease, as was the case in 1934. In 
April, 1934, the carriers agreed to re- 
store the 10 per cent. wage cut then in 
effect since the beginning of 1932 in 
amounts of 214 per cent. on July 1, 
1934, 214 per cent. on January 1, 1935, 
and 5 per cent. on April 1, 1935. The 
wage possibilities outlined above are 
important for every discussion of in- 
creased labor costs has failed to recog- 
nize that this year’s earnings might be 
affected very litile. 


Pension Savings 


There are important partial offsets in 
the picture in the form of proposed 
higher freight rates and the new scale 
of pension taxes (shared equally by 


management and labor). A_ revised 
railroad pension bill was recently 
passed by the House and Senate. Under 
terms of this measure, the railroads will 
be able to drop their private pension 
plans (costing about $40,000,000) and 
credit 1936 pension taxes (approxi- 
mately $45,000,000) to this year’s earn- 
ings. In addition, the carriers can 
credit the 1937 income account with 
the excess of payments required under 
the old act as compared with the latest 
bill which is retroactive to January 1, 
1937. In brief, the new pension act 
provides for a 234 per cent. tax on 
payrolls, whereas the Railroad Retire- 
ment Act called for a 3% per cent. 
tax. The lowering of the tax by %4 
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per cent. will result in a saving of ap- 
proximately $15,000,000 a year. In 
short, disregarding the roughly $45,- 
000,000 credit to earnings on account 
of last year’s taxes, the railroads can 
save approximately $55,000,000 an- 
nually from now on. 


Freight Rate Increase 


The proposed freight rate adjust- 
ments now before the I. C. C. for con- 
sideration will, it is estimated, add 
$53,538,000 annual revenue to the rail- 
roads if granted. This estimate is based 
on the 1936 volume of traffic and covers 
a selected list of basic commodities. 
It is difficult to accurately estimate 
probable revenue should the new rates 
be granted in full, because some of the 
commodities mentioned in the original 
application have been withdrawn from 
the case, separate tariffs filed and gone 
into effect, etc. Nevertheless, it is be- 
lieved that railroad gross revenues 
might be increased as much as $100,- 
000,000 a year by rate increases al- 
ready granted and still pending. Ob- 
viously, this would make considerable 
difference to estimated 1936 net income 
of $300,000,000 if, in addition to the 
approximate $55,000,000 annual pen- 
sion saving outlined above, the wage 
increase amounts to only $200,000,000 
annually and is either staggered or 
goes into effect later in the year. 


Conclusion 


Looking ahead to 1938, there is 
always the possibility that increased 
traffic in conjunction with pension sav- 
ings and higher freight rates can easily 
offset a moderate wage increase. Cur- 
rent price levels of selected railroad 
equities and second grade bonds appear 
to discount most of the uncertainties in 
the outlook. For those who believe 
that although we may be entering a 
new phase in the business cycle, further 
gains will be shown, purchases may be 
advisable. Expressed another way, a 
constructive attitude towards specula- 
tive railroad securities assumes the fol- 
lowing conditions: (1) A wage increase 
will not be of alarming proportions; 
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(2) the I. C. C. will grant the carriers’ 
petition for an increase in frieght rates, 
at least in major part; (3) the very 
promising prospect for a bumper crop 
movement materializes; (4) business 
volume regains its momentum this fall 
after a temporary set-back in the sum- 
mer. 
© 


SUCCESS OF DEMOCRATIC 
INSTITUTIONS 


THE success of democratic institutions 
lies in the success of the processes of 
reason as opposed to the tyranny of 
force. Between these society must 
choose. If society chooses the processes 
of reason, it must maintain the institu- 
tions which embody those processes. 
Institutions for the exercise of the law- 
making power and for the execution of 
laws must have their fitting comple- 
ment in institutions for the interpreta- 
tion and application of laws, for the 
safeguarding of individual rights, 
through a competent and independent 
judiciary. The firm and true admin- 
istration of justice is thus the primary 
concern of civilized society. That ad- 
ministration must find its ultimate as- 
surance not in statutes or forms, but 
in the sentiment of a free people— 
themselves tolerant and reasonable and 
keenly alive to the necessity of main- 
taining the instrumentalities for the 
impartial determination of contro- 


versies.—Charles E. Hughes. 
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BOOKS FOR BANKERS 


Banks, CREDIT AND MONEY IN SOVIET 
Russia. By Arthur Z. Arnold. New 
York: Columbia University Press. 
Pp. XXIII-559. $4.00. 

As Professor H. Parker Willis indi- 

cates in his foreward to this book, the 

economic and financial phases of the 
experiment that has been carried on in 

Russia for the last twenty years are of 

great interest to other countries. Un- 

fortunately, practically nothing has 
been written down to the present time 
on the financial and especially on the 
banking and monetary development 
which have taken place there. The 
present book, therefore, fills a long felt 
need and is of significance not only to 
the person interested in the changes 
which have been taking place in Russia, 
but also to the American banker and 
business man. With our own banking 
system in a state of flux, with a constant 
increase in Government regulation, and 
with an outlook which is far from 


promising, if American banking can 
learn from the Soviet experience, it cer- 
tainly should not miss the opportunity. 

The author begins his survey of the 
existing conditions by reviewing briefly 
the development of banking in Russia 
from the days of serfdom down to the 


World War. In the early days, such 
banking as there was existed almost ex- 
clusively for the benefit of the large 
land owners as an aid to agricultural 
development. Loans, during this period 
became as frozen as agricultural credits 
in this country in the early days of the 
recent depression. Russia also had the 
typical experience with unsecured paper 
currency, although this early experi- 
ence was nothing like so drastic as that 
which took place shortly after the war. 

Following this agricultural period, 
the development of industry began and 
foreign capital entered Russia in larger 
volume. When the war broke out, the 
country possessed a state central bank 
with numerous branches, some 47 joint 
stock commercial banks with 743 
branches, over 1000 mutual credit so- 
cieties, over 300 municipal banks and 
m excess of 8000 savings banks. The 


banking system was relatively unde- 
veloped, but so was the country as a 
whole. 

During the war, the Russian Imperial 
Government, like all countries, used the 
printing press. Circulation rose from 
a little over a billion and a half roubles 
to a little less than ten billion roubles 
when that government fell in 1917. 

According to the tenets of pure com- 
munism, money has no place, and an 
attempt, therefore, was made to abolish 
it. Banking was declared a state mo- 
nopoly. It was soon found that it was 
impossible to dispense with money. On 
the contrary, since it was not possible 
to collect taxes, it was necessary to have 
recourse to the printing presses, and 
circulation rose to over a thousand bil- 
lion roubles by 1921 and to two thous- 
and billions in 1922. The results were 
inevitable. American bankers are suffi- 
ciently familiar with what happened in 
Germany so that no comment is neces- 
sary. 

As Russia was still almost exclusively 
an agricultural country and as it was 
at that time practically completely cut 
off from economic contact with the rest 
of the world, it managed to get along 
largely by barter. This situation, how- 
ever, blocked industrial development 
and led to renewed attention to bank- 
ing. The State Bank was authorized 
to issue chervontsky which were backed 
by gold and foreign exchange. These 
bank notes were used for foreign trade 
and wholesale transactions. The Soviet 
roubles or sorznaks continued: to circu- 
late at varying rates of exchange with 
the chervontsky. Thus we find two 
kinds of paper circulating at once, and 
Russia may be said to have been at that 
time on a “bi-paper” standard. 


As greater efforts were made to in- 
dustrialize the country, it was found 
necessary to create new banks and so, 
from time to time, the Prombank (Bank 
for Financing the Capital Construction 
of Industry and Electrification), the 
Selkhozbank (Agricultural Bank), the 
Vsekobank (Bank for Financing Codp- 
erative Capital Construction), the Torg- 
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bank (All-Union Bank for Financing 
Capital Construction of Trade and Co- 
dperatives) and the Tzekombank (Bank 
for Financing Municipal and Housing 
Construction) were established. With 
the exception of the last-named which 
works through local municipal banks, 
all these banks possess a network of 
branches. Since they are all state banks 
they are, from some points of view, 
subdivisions of the Commissariat of 
Finance rather than banks as that term 
is used in this country. Another dis- 
tinguishing feature is that they are ex- 
pected to exercise “financial control” 
over the various projects to which they 
loan funds. As they are creatures of 
the state, the state, of course, sees to it 
that they have sufficient funds to pro- 
mote the objects they are expected to 
finance. The administration of these 
banks is halting and imperfect due to 
inexperienced personnel. 

It is quite clear that the banking sys- 
tem of Soviet Russia is quite different 
from that existing here. Since we have 
experienced personnel, the handling of 
banking transactions will undoubtedly 
be better here than in Russia for years 
to come. On the other hand, the “type” 
of banking which now exists there per- 
haps is the “type” to which this coun- 
try will come if the Government be- 
cothes increasingly centralized and bank 
supervision by the Government evolves 
into bank control by the Government. 

The author has maintained a dis- 
tinctly objective approach to his sub- 
ject. His sympathies, in so far as it is 
possible to judge them by reading be- 
tween the lines, are with a capitalistic 
and not with a communistic system of 
economic organization. There appears 
to be no reason for not accepting his 
analysis at face value. The book is ex- 
ceptionally well documented and gives 
the impression of sincere and scholarly 
work, 


Fortune’s Berore You. By Charles 
J. Collins. New York: Prentice-Hall. 
Pp. IX-253. $2.00. 

Tuis little book is written primarily for 

the person who has relatively modest 

sums to invest and who is not familiar 


with the basic factors underlying in. 
vestment. 

There are two factors that the author 
stresses in particular. The first is that 
the United States is still a growing, de- 
veloping country and hence, if a per- 
son wishes to increase his capital, he 
should “become a partner” in some of 
the well organized and expanding com- 
panies and profit by their growth. The 
second is that business does not move 
upward in a straight line but by cyclical 
movements. Hence there are periods 
when it is wise to break the partnership 
temporarily and reinvest the funds in 
credit instruments of some kind. 

The author claims a certain conserva- 
tiveness by stating that one half of any 
investment fund should be kept at all 
times in the better grade of bonds. He 
admits that there are times like those 
experienced during recent months when 
low interest rates will result in a de- 
cidedly restricted yield and that the 
purchase of long-term bonds at such 
periods exposes the buyer to probable 
losses in the capital value of his bonds. 
To offset this, he advises that short ma- 
turity bonds be acquired even if a very 
low yield to maturity must be accepted. 
He discusses also both currency and 
credit inflation and recognizes the prob- 
ability of the latter. Under such cir- 
cumstances, the purchase of better grade 
bonds may be criticized by many as 
hardly conservative. 


On the whole, the author’s analysis 
of fundamental investment factors is 
sound and his advice in regard to the 
general principles to be followed is con- 
structive. His outline of the various 
factors to be considered when purchas- 
ing common stocks is especially help- 
ful. The selection of the common stocks 
which he uses as examples is good. 

In the last chapter he offers some con- 
crete advice on the investment of $100,- 
000. If the recommendation, which 
seems rather questionable at the time 
—to place half the amount in bonds— 
is excepted, the advice in general is 
sound. In one detail, however, he dis- 
plays a rather absurd lack of common 
sense. He urges diversification to the 
point where, to follow his suggestion, 
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it would be necessary to buy stock in 
5 or 6 share lots in some cases, and 
he would wind up with 39 different 
blocks. If one half. of the fund is to 
be: invested in bonds, ten different 
blocks of stock would provide sufficient 
diversification if. stocks and bonds of 
the same companies were avoided. ‘In 
any event, twenty should be the maxi- 
mum. The selection of stocks, however, 
is excellent. 

This book would find its greatest use 
as a reference manual for the inexperi- 
enced investor or the banker who is at- 
tempting to counsel him. Unfortunately, 
however, the author did not think 


enough of his book to provide an index 
and this lack handicaps the book for 
reference purposes. 


PROFITS FROM THE STOCK MARKET. By 
Orline D. Foster. New York: Har- 
per & Bros. Pp. XI-207. $3.00. 


Tuts little book is an excellent brief 
discussion of how profits are to be 
gained from investments in stocks. It 
places major emphasis on the impor- 
tance of buying and selling stocks .at 
the right time in the business cycle. and 
analyzes briefly the indices of the vari- 
ous phases of this cycle. -It calls at- 
tention to the general similarity in trend 
which exists between the trends of the 
business cycle and the trends in the 
stock market and indicates some of the 
reasons for this correlation. It also dis- 
cusses intermediate and minor trends in 
the stock market and the danger to any 
except the very experienced stock trader 
of trying to make profits out of these 
secondary changes in trend. The major 
thesis of the book is that stocks should 
be bought when they are low, which 
usually is in the trough of the business 
cycle and sold when they are high, 
which is customarily when a business 
boom is approaching its apex. 

The author does not stop with these 
general conclusions, but goes on to 
analyze ways and means of judging the 
major cyclical trends, emphasizing the 
Importance of certain industries as 
barometers. She also explains briefly 
why these industries are the logical 
basis for forming judgments in such 
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matters. She then takes up the prob- 
lem of analyzing the technical market 
factors and explains methods for using 
them in the timing of purchases and 
sales of securities. She indicates the 
nature of the Dow theory and describes 
various charts which are useful to the 
market technician. She emphasizes, 
however, the necessity of great care in 
their use by the amateur in market op- 
erations. 

Two of the most useful chapters in 
this book are—one which lists various 
financial publications from which statis- 
tical and other information needed by 
the investment analyst may be obtained, 
and a second giving definitions of a 
large number of financial’ terms used in 
connection with the purchase and sale 
of securities. 

The great danger of this book is that 
the inexperienced reader may gain the 
impression that its study is sufficient to 
make him a successful investor. The 
author has warned against this’ attitude 
but has not gone sufficiently far to im- 
press upon the reader the inevitable 
limitations of this really worthy manual 
on stock investment procedure. 


Easy Money. By Lionel D. Edie. New 
Haven: Yale University Press. Pp. 
183. $2.00. 

ProFEssor EpieE has written a very in- 

teresting little book on what is one of 

the most important economic factors 
of the day—‘easy money” or low in- 
terest rates. While easy money plays 
an important réle in the present busi- 
ness situation, its existence is dependent 
largely on political factors. Professor 
Edie grants that the political philosophy 
underlying this phenomenon may be 
suddenly abandoned, but in his opinion 
such is not likely to be the case. On 
the contrary, he feels that governments 
in general, and the Federal Govern- 
ment of the United States in particular, 
are definitely committed to the policy 
of maintaining low interest _ rates 
through the period of increasing pros- 
perity and even through another boom, 
if it should come. It is a major de- 
velopment, therefore, with which bank- 
ers and business men must come to 
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grips, whether they approve of it or 
not. 

Another point developed by Professor 
Edie is the fact that currencies are no 
longer attached to gold in any definite 
fashion and that, as a result, the in- 
fluences which normally flowed from 
the existence of a practically universal 
gold standard in the past cannot be 
counted upon in the immediate future. 

Since the two of the major controls 
upon business fluctuations have been 
practically eliminated, the question 
arises—what has been developed to take 
their places. It is clear that govern- 
ments—especially the Federal Govern- 
ment of the United States—are expected 
to employ certain artificial controls. It 
is questionable, however, whether Gov- 
ernment officials, especially those of the 
present Administration, will have either 
the wisdom or the courage to use such 
artificial controls effectively from the 
standpoint of the general welfare. 

Having envisaged such a situation 
which is so different from any which 
have existed in the past, Professor Edie 
proceeds to analyze various condition- 
ing and concomitant factors and to ex- 
press his opinions in regard to them. 
His analyses are thought-provoking and 
his conclusions interesting and signifi- 
cant. They carry weight not only be- 
cause of the established reputation of 
the author but also because they are not 
dogmatic in character and because they 
are based on logical reasoning. This 
little book, therefore, should be read 
by every banker who is trying to under- 
stand what lies beneath the surface of 
existing conditions and who is endeav- 
oring to make a reasonable and con- 
structive forecast of the future. 


SEVEN KINDs OF INFLATION AND WHAT 
To Do Asout THem. By Richard 
Dana Skinner. New York: McGraw- 
Hill Book Company, Pp. 273. $2.50. 


How long can the layman in finance 
detect for himself, from facts available 
in every large newspaper, whether we 
are inflating or deflating? 

More important still, how can he tell 
what particular kind of inflation or de- 
flation is going on? Will it probably 
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raise or lower equity (stock) prices—or 
bond prices—or the cost of living? Are 
we becoming more or less in debt, as 
a nation, compared to our resources? 

Every kind of conflicting advice has 
been given over the last seven years, 
This brief book tries to tell how, with 
no other tools than a newspaper and 
some simple arithmetic, you can deter- 
mine the major facts for yourself— 
quietly, reasonably, and sanely. 

Mr. Skinner is an adviser ‘to several 
New York banks on bond investments 
and money-market conditions, and a 
contributor on economic and other mat- 
ters to financial magazines. 


BankiInc—How It Serves Us. By 
Frank D. Graham and Charles H. 
Seaver. New York: Newson and 
Company. Pp. 192. 80c. 


AN up-to-date, well-organized treatment 
of banks, bankers, and banking, and 
the part they play in our modern life. 
The historical background is given, and 
various banking methods in use around 
the world today are concisely summar- 
ized. Banking is treated in this book 
as an institution of society that per- 
forms certain essential services and has 
an important part in the scheme of life. 
Excellent for the student of bank pub- 
lic relations. 


PRESENT Day Banxkinc—1937. New 
York: Published by “Banking,” offi- 
cial journal of the American Bank- 
ers Association. Pp. 329. 


CURRENT developments and trends in 
the banking field are covered in this 
volume, which presents in carefully 
edited form the proceedings of a series 
of regional banking conferences held 
during the early months of the present 
year by the association. 

“This volume is a codperative effort,” 
Tom K. Smith, president of the associa- 
tion, says in a foreword. “No man 
could have achieved the breadth of 
viewpoint or the detailed knowledge 
embodied in it. It represents the col 
lective thought of some of the most alert 
and fertile minds in the field of bank- 
ing. In its pages there are valuable 
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suggestions in the field of practical 
bank management and tangible evi- 
dence of the determination of the bank- 
ers of this nation that banking service 
and the banking system shall be con- 
stantly and steadily improved.” 

Subjects covered are: the need for 
bankers counselling together; the bank- 
ers’ part in building an agricultural 
community; chartering of banks; loan 
administration _ policy; investment 
policy; budgetary and expense control; 
income from services; banking educa- 
tion and public relations; personal loan 
departments; FHA mortgages; the asso- 
ciation between banking and trust busi- 
ness; insurance and crime protection, 
and research by the American Bankers 
Association. 


Tue A B C oF THE Foreicn EXCHANGES, 
A PracticaL Guipe. By George 
Clare and Norman Crump. New 
York: The Macmillan Company. Pp. 
393. $1.65. 


Tuls is the tenth edition of this English 
publication. As the ninth edition was 
published in 1931 the theory and prac- 
tice of foreign exchanges have under- 
gone numerous and startling modifica- 
tions during that period, and therefore 
this edition contains certain drastic al- 
terations. The last half of the book 
has been entirely rewritten. Certain 
chapters have been dropped and others 
have been compressed. In their place 
new chapters have been written deal- 
ing with the important new develop- 
ments, 


MIDDLETOWN IN TRANSITION. A STUDY 
IN CULTURAL ConFLicts. By Robert 
S. and Helen Merrell Lynd. New 
York: Harcourt, Brace & Company. 
$5.00. 

TeN years ago the authors of this book 

wrote a previous book on “Middle- 

town.” This new study, showing what 
has happened in Middletown during the 
past ten years, is as full, detailed and 
scientific as the first. It tells a story 
that is dramatic and thought-provok- 
ing. 

The first book told the city’s history 


155 


to 1925, and the present volume carries 
the story forward to 1936 and through 
the day of the Roosevelt landslide. Spe- 
cial attention is given to the following 
important matters: the response of both 
business people and the working class 
to new policies in Washington, the ex- 
tension of business-class control over 
the community, local awareness of class 
lines, and the political temper of the 
community. Religion, social and edu- 
cational activities, commercial practices 
and policies, boom and depression 
theories, city politics, community be- 
liefs—all are reviewed carefully and 
set forth in a closely knit narrative. 


How Lone Prosperity? By Charles 
G. Dawes. Chicago: The A. N. Mar- 
quis Co. Pp. 45. $1.00. 


On December 12, 1934, with steel ingot 
production reduced by the depression 
to 33 per cent., General Dawes success- 
fully predicted the beginning in July, 
1935, of its sustained rise to capacity, 
marking the return of prosperity to the 
United States. In this book, using the 
same methods, he now forecasts the ap- 
proximate date of a general business 
recession. He also forecasts steel op- 
erations. 


REPORT OF THE RESEARCH COMMITTEE 
OF THE INDIANA BANKERS ASSOCIA- 
TION. Indianapolis: Pp. 181. 75c. 

TuIs report, published in booklet form, 

combines a complete history of Indiana 

banks and banking trends for the last 
twenty years, and in addition presents 

a technological series of formulae rest- 

ing at bottom on experience gained and 

science applied in the daily sale of the 
product of banking service. It consists 
of two parts: A Study in Recent Bank- 
ing Trends, and Merchandising Your 
Bank’s Services. 


By Sam 
Boston: Christopher Pub- 
$1.25. 

THE author of this book considers that 
bonds of the United States are, in fact, 
money, and as such they add so much 
to purchasing power and to the en- 


First READER IN ECONOMICS. 
Samson. 
lishing House. 
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hancement of property values. This 
view has support from bankers, who 
fear inflation as a result of the issuing 
of these bonds in such large volume to 
the banks, where they reappear as de- 
posits. When the Government draws 
on these deposits in payment for its ex- 
penditures, those who receive the funds 
may transfer them, thus using them as 
money. 

What the author is so much con- 
cerned about, and unnecessarily it would 
seem, is that when the $35,000,000,000 
of bonds are paid, a tremendous defla- 
tion will follow. Does he see any pros- 
pect in the immediate or rather remote 
future that such an event will happen? 
If he does, he must have uncommon 
clarity of vision. 

Are United States bonds money or a 
debt? This may seem a foolish ques- 
tion, but the use to which the bonds are 
being put at least gives to the question 
a semblance of reason. The author of 
the book has his answer ready. He be- 
lieves the bonds are money. 


An INTRODUCTION TO MONEY, BANKING, 
AND Corporations. By Paul M. 
O’Leary and John H. Patterson. New 
York: The Macmillan Company. Pp. 
175. $1.25. 

TuIs book contains that portion of tex- 

tual material devoted to money, bank- 

ing and corporations in the elementary 
course in economics at Cornell Univer- 
sity. It is designed to acquaint begin- 
ning students with the problems of 
modern private finance and to reveal 
some of the economic implications of 
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contemporaneous financial practices, 
but does not pretend to complete the 
subjects. It is an introductory guide 
rather than a comprehensive treatise, 
and indicates a method of approach 
whereby students may come to under- 
stand the pervasive influence of finan- 
cial instruments and. practices in the 
American economic system. 
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GENERAL MOTORS JUNE CAR 
SALES 


June sales of General Motors cars to 
dealers in the United States and Canada, 
together with shipments overseas to- 
talled 203,139 compared with 217,931 
in June a year ago. Sales in May were 
216,654. Sales for the -first six months 
of 1937 totalled 1,097,370 compared 
with 1,170,168 for the same six months 
of 1936. 

Sales of General Motors cars to con- 
sumers in the United States totalled 
153,866 in June compared with 189,- 
756 in June a year ago. Sales in May 
were 178,521. Sales for the first six 
months of 1937 totalled 871,226 com- 
pared with 964,451 for the same six 
months of 1936. 

Sales of General Motors cars to deal- 
ers in the United States totalled 162,- 
390 in June compared with 186,146 in 
June a year ago. Sales in May were 
180,085. Sales for the first six months 
of 1937 totalled 879,188 compared with 
978,274 for the same six months of 
1936. 


Increasing Personal Loan Business 
By R. E. DOAN and G. F. FOLEY 


Plans and Methods for Increasing the Business 
of the Bank’s Small Loan Department . $2.50 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET 


CAMBRIDGE, MASS. 





ADVERTISING AND PUBLIC RELATIONS 
Edited by Malcolm Davis 


Winning Friends Direct by Mail 


By W. V. CUNNINGHAM 


WO years ago someone wrote, 
“Never since the signing of the 
Armistice has the time been so op- 
portune to get an intensive sales pro- 
motion campaign under way .. . the 
wise investor buys on a rising market!” 

I wonder if that same thought could 
not be applied just as well today as 
then. It is true that the depression is 
over, a depression that hit no branch 
of business worse than banking and 
finance. It is likewise true, at a time 
when business in general is so markedly 
on the upgrade, that not for a long 
time has the banker been face to face 
with such a rich advertising opportu- 
nity—an opportunity to scale new 
heights through aggressive and skilfully 
managed publicity. This has already 
been evidenced by the brisk activity in 
bank advertising—in newspapers, maga- 
zines, direct mail, and in radio—even 
to the breadth in scope of a national 
hook-up. 

What kind of advertising, on a dol- 
lars and cents basis, is most effective 
and most economical to the average 
bank? The answer will of course vary 
according to the type of institution. 
It depends to a great extent on the 
training and ability of the man in 
charge, to the choice of agency—if one 
is used—and also upon the special 
problems of each bank. The prevailing 
fault of many bank advertising man- 
agers is, in the opinion of a prejudiced 
advertising man, to prefer a certain 
kind of advertising, not because of the 
comparative results it brings, but be- 
cause of their natural interest or preju- 
dice for it. 

Regardless, however, of how much 
one form of advertising is preferred 
over another, more banks could obtain 
greater advertising effectiveness by the 


employment of direct mail advertising, 
not as an incidental part of a whole 
plan, but as an important element. 

The greatest advantage of direct mail 
advertising often becomes its own handi- 
cap. Direct mail can be computed 
more accurately for effectiveness than 
any other form of advertising. Yet it 
is for this very reason that it often fails 
to find favor, not only with banks but 
all other types of businesses as well. 
Many banks, after trying it a couple of 
times, give it up in disgust because it 
does not bring in the expected business. 
They blame the medium rather than 
trying to find out whether or not they 
have applied the correct fundamentals, 
according to definite precepts with 
which all successful users of direct mail 
are familiar. You can waste just as 
much money on misdirected mail ad- 
vertising as on any other form. But 
such wastes in other forms do not show 
up as tangibly as in direct mail, nor 
in so short a time. 

Some time ago I approached the ad- 
vertising manager of one of the largest 
banks in a medium-sized city with a 
direct mail plan which I thought had 
possibilities. I gave him an enthusias- 
tic talk about the inerits of the plan 
and submitted convincing testimonials 
to its effectiveness. But when I had 
finished he shook his head and said, 
“We don’t believe in direct mail.” 

I asked him why it was that he was 
so unfavorably impressed by a medium 
in which a half billion dollars is spent 
annually. “Well,” he answered, “we 
sent out some letters once but they 
didn’t bring us a penny’s worth of busi- 
nessness.” That direct mail was in- 
adequate for bank advertising was his 
unshakable opinion and nothing I could 
say would alter his stand, so I finally 
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gave it up as a bad job of selling. But 
my interview nevertheless gave me food 
for thought. I remembered the country 
banker who had once said, “We have 
come to the conclusion that a country 
bank will get more satisfactory results 
from methods of direct advertising than 
by indirect.” Another. banker stated, 
“To my mind the most productive kind 
of advertising for a bank, short of 
actual solicitation, is follow-up letters.” 

Let’s consider a vital element of di- 
rect mail advertising—the personal let- 
ter. For an advertising medium noth- 
‘ing can equal it. For banks, especially, 
it carries a tremendous advantage. As 
a mere statement of human behaviorism 
nothing is closer to an individual than 
his money. Any time he is not inter- 
ested in receiving a letter from his bank 
—or any bank—he may at once be 
classed as a very queer and unusual 
person. There are many opportunities 
for the resultful exploitation of letters 
in bank advertising. There are your 
letters to new accounts, to newcomers 
to town, to parents of new-born babies, 
to dead accounts, or inactive depositors, 
letters accompanying statements of ac- 
count, and letters in connection with 
administrator, trusts, insurance, invest- 
ments, personal loans, etc. 

For example, consider the letter to 
new accounts. Every bank follows this 
custom. But observations have con- 
vinced the writer that this courtesy is 
all too often performed in a perfunc- 
tory manner. I recall a letter I once 
received which illustrates this weak- 
ness. The paper was of excellent grade, 
the printing artistic. But the letter it- 
self, a form letter, was very inferior. 
It suggested a tawdriness entirely out 
of keeping with the known prestige of 
the institution from whence it came. 


An acknowledgment letter, well writ- 
ten, neatly typed or processed, and en- 
closing a booklet which explains in 
detail the various services of the bank, 
will go a long way toward cementing 
the friendship of the depositor. Such 
a letter will make a real impression on 
him and will encourage his patronage. 
Many banks perform this courtesy in 
a truly effective manner, and it is in- 
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deed worth the cost.and trouble. The 
average man in the street has but a lim- 
ited knowledge of banking procedure 
and of the varied services available to 
him. Obviously, an instructive booklet 
that can be mailed for the same post- 
age as the letter itself is mighty result. 
ful. Let it outline the scope of the 
departments. Let it introduce him to 
the officers. It provides an excellent 
way in which to gain his interest and 


to build his good will. 


The practice of placing booklets and 
folders on the counters leads to a cer- 
tain degree of distribution. But it be- 
comes a lazy way to circularize them 
if no other way is also utilized. En- 
closed with outgoing mail, the folder 
receives proper and interested attention 
from the recipient. 


This article does not pretend to deal 
with the actual planning and execution 
of direct mail. That demands, and 
deserves, quite as much study and ex- 
periment as any other form of adver- 
tising under consideration. . A definite 
objective, the right kind of mailing list, 
accurately compiled; careful prepara- 
tion, and the maintenance of a fixed 
schedule of continuity will form the 
basis of any effective compaign. Of 
course, in direct mail as in any adver- 
tising, there are “many a slip ‘twixt 
cup and lip.” Mailing a letter sounds 
simple enough. But back of any suc- 
cessful mail campaign lies a lot of 
work and close attention to fundamen- 
tals, and an appreciation of the caprici- 
ousness of human nature. Bruce Barton 
has said that the first concern of any 
advertising man is the study of the 
make-up of the common man. And 
don’t forget Thomas Carlisle’s golden 
maxim: “Man’s greatest interest is 
man.” 


The important thing about direct 
mail is that one must believe in it. An 
expert in this form of advertising once 
told me: “In twenty years I have failed 
for only two firms who believed in di- 
rect mail. In that time I have never 
succeeded for a firm who did not be 


lieve in it.” 


The advertiser who is genuinely in- 
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terested in advertising his institution 
most effectively—and most economically 
—will not fail to observe the tremen- 
dous possibilities of mail advertising. 
He will believe in it because he will 


159) 


have investigated the records with an 
open mind. And he will not expect it 
to bring him results without first giv- 
ing close attention to the — principles 
governing its successful application. 


Who's Who in Bank Public Relations 


ROM his home town of .Worthing- 
ton, Mass., Mr. Everett stepped up- 
wards and outwards through the 
Pittsfield (Mass.) High School, then 
the University of Pennsylvania. School 
of Finance and Commerce, and into his 
business career. 
Batten, Barton, Durstine & Osborn 
corralled him during 1925-27 and Ed- 
win Bird Wilson did likewise from 


GEORGE 0. EVERETT 
Mr. Everett is an assistant vice-presi- 
dent of the First Citizens Bank & 
Trust Company in Utica, N. Y., and 
second vice-president of the Financial 
Advertisers Association. 


1928-31. Since 1931 Mr. Everett has 
been connected with the First Citizens 
Bank & Trust Company in Utica, N. Y. 

Besides being an officer in the F. A. 
A., Mr. Everett is also chairman of the 
membership committee of that organiza- 


tion. He is very active in local affairs 
and in addition to his other duties is 
chairman of the entertainment com- 
mittee of the Yahnundasis Golf Club, 
secretary and treasurer of the Night 
Stick Club, a director in the Mohawk 
Valley Towns Association, and a mem- 
ber.of both the Players Club and the 
Fort Schuyler Club. 

Golf and bowling are his favorite 
sports, and when he gets a chance at a 
little vacationing his inclinations lean 
toward Berrnuda. 

While Mr. Everett maintains bache- 
lor’s quarters on Sherman Hill in 
Utica, he is now building a cottage on 
his farm which, he says, “is on a hill 
overlooking the city and constitutes six 
acres of topographical errors.” 
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“How We Can Serve You” 


THE Granite Trust Company, Quincy, 
Mass., is conducting a complete course 
in banking through a series of adver- 
tisements whose slogan is “How We 
Can Serve You.” 

An unusual feature of this series is 
that each ad is publicly numbered—the 
number, in fact, being as prominent as 
any other feature of the advertising. 
Begun on February 9 with advertise- 
ment number one, the series is now 
complete with twenty advertisements to 
its credit. Just about every conceivable 
banking service used by the general 
public came in for adequate treatment. 

Illustrated here is advertisement num- 
ber ten which is indicative of the lay- 
out of all ads in the series. It also 
portrays graphically the difference be- 
tween paying rent and buying a home. 

The headings of the advertisements 
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HOW WE CAN SERVE YOU 


No. 10 im a series of 20 messages to arquamt you with same ofthe many 


ways i which the Gromie Trast Company can be of real service to you. 


Real Estate Department 


4 House From The Bank 


periment “SL 


GRANITE 


TRUST COMPANY 


quincy wou LasTon WoaTH QUINCY 


Meader Federal Devens Inverance Corporation 


preceeding this one demonstrate the 
scope of the campaign and the merchan- 
dising aspect of it: Loans; Commercial 
Loans; Collateral Loans; First Mort- 
gage Loans; Automobile Loans; Per- 
sonal Loans; Insurance Policy Loans; 
Personal Checking Accounts; Savings 
Accounts, and so on. Other ads dis- 
cussed such subjects as Wills; Living 
Trusts; Life Insurance Trusts, and 
Agency Accounts. 

Generous use of white space, specific 
subject matter, and well-written copy 
contribute towards making the cam- 
paign notable. 


Anniversary 


Durinc the month of June The Na- 
tional City Bank of New York executed 
a series of four advertisements that cov- 
ered the outstanding events of the 
bank’s history since its inception on 


June 16th 1812. Full pages in news- 
papers and magazines were used, thus 
giving the bank an opportunity to tell 
its story in pictures as well as words 
without being cramped. A few of the 
topics covered in this series—each one 
a clear little story with large dramatic 
illustration—were: The City Bank’s 
First Day; First Board Meeting and 
Tammany Hall; First Regular Trans- 
atlantic Shipping Service; Junction of 
Union Pacific and Central Pacific; 


Rubber and Tin for Refrigerators; Silk 
for Iron and Copper for Tools; and 
Nerve Center of a World-Wide Bank- 
ing Service. In each of these, as in 
the other subjects covered, the bank was 
tied in as an integral part. Viewed as 
on a complete canvas, the series told 
the story of the bank that grew along 
with the country it served, how it 
spread around the world and aided 
American’ foreign trade to do likewise, 
and how it was today geared to meet 
today’s demanding conditions. The last 
advertisement was entirely modern and 
an excellent piece of merchandising, 
Headed “A Million Little Loans,” it 


related in pictured story form how the 


bank’s personal credit department had. 
aided many people in accomplishing. 


noteworthy things. One loan sent a 
boy throught college, another saved a 
little boy’s foot, another started a home, 
and still another assisted a doctor from 
a foreign land to start practice in this 


country. rh, 
Particularly noteworthy is the key in 


which this strong, sales-minded adver- 
tisement wound up. “Don’t Borrow 
Unless You Must,” cautioned the bank, 
“There is another chapter which could 
be written in the history of the Personal 
Credit Department. It would tell the 
stories of men and women who, coming 
to the bank with the intention of bor- 
rowing, were helped by sympathetic 
counsel to revise their budgets and solve 
their problems without going into debt. 
The National City Bank believes no in- 
dividual ever should borrow if he can 
help it. We do everything possible to 
discourage unnecessary or uneconomic 


debt.” 


Preference 


FORCEFUL advertising by The American 
National Bank, Nashville, Tenn., is be- 
ing used to show the extent to which its 
services are in use throughout Nashville. 
One ad says “Of the twenty-six firms 
on Fifth Avenue between Church and 
Union, nineteen or over 73 per cent. 
bank with the American National 


Bank.” Another ad, “Out West End” 
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tells of the twenty-nine out of thirty- 
eight firms “From Twenty-seventh to 
Thirtieth Avenues on West End” who 
are the bank’s customers. And a third 
ad relates that 66 2/3 per cent. of the 
firms on Sixth Avenue, between Church 
and Union, use the bank’s service. 
Each of the advertisements are illus- 
trated, appropriately enough, with a 
view of the district mentioned in the 


copy. 


Autobiography of a 
Happy Bank 


THis autobiography, “Disclosed by the 
Gramatan National Bank and Trust 
Company of Bronxville, New York” is 
about as good a piece of bank promo- 
tion and educational work as we have 
had the pleasure of seeing. It is con- 
densed into a four-page folder and is 
well worth reading. The bank’s his- 
tory is called “Early Training” and as 
the bank is “writing” the booklet in 
the first person it is allowed to say such 
things as “At the tender age of one I 
faced an epidemic called the Panic of 
1907 and I came through it smiling on 
account of my having a strong con- 
stitution,” 

The second chapter talks about “My 
Home Folks.” The third on “How I 
Keep Fit” runs along in this vein: 


Every morning I am up and going at 8 
o'clock and attend to nothing but business 
during business hours. I get to bed at a 
respectable hour and have never been 
obliged to take a forced vacation. 

Then to make sure that I keep well and 
strong, a group of Doctors pop in unex- 
pectedly several times during the year. 
They are National Bank Examiners. They 
wear long faces and from the start I know 
they are looking for trouble. But I don’t 
care. I just stand up and tell them to 
make all the tests they want—for low 
vitality in the loans, or high blood pressure 
in the expenses or fatty degeneration of 
the assets. In the end they just pack up 
and leave me with a clean bill of health. 


The fourth chapter is on “Odd Jobs 
I Like To Do,” and it winds up with 
the bank’s emblem of an Indian Head 
under which is this remarkable para- 
graph. “Ofcourse I am only a coun- 
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try bank and named aiter a funny old 
red Indian—but with all the nice things 
people say about the personal atten- 
tion they receive, is it any wonder The 
Gramatan National is a happy bank?” 
Very refreshing, to say the least. 


Fifty-One Years of Service 


THE job of supplying weekly posters 
to a number of branches calls for in- 
genuity, and the /rving Trust Company, 
New York City, is coping with this 
problem in an interesting way. From 
its records it has brought to light any 
number of firms who have maintained 
connections with the bank for many 
years, and each week (with the permis- 
sion of the firm mentioned, although 
the firm name is not identified) the 
bank pays a tribute, via the poster space 
in its branches, to these long associa- 


tions. For example, one poster read: 
51 YEARS OF SERVICE TO ONE 
GROCERY FIRM 


In 1886, two brothers embarked in the 
grocery business on New York’s lower West 
Side, selecting the Irving as their bank. 
Today, this firm, now one of the largest 
in the country, still banks with this Com- 
pany. 

Closely identified with commerce from its 
beginning, Irving service to the grocery 
and other trades is based on _ intimate 
knowledge of their needs. 


Another piece of merchandising by 
the Irving Trust Company was the way 
the bank presented its Letters of Credit 
to prospective users. A four-fold cir- 
cular on the Letter of Credit and on 
Travelers’ Checks was mailed with 
statements, but the first page of this 
folder was a facsimile of a specimen 
Letter of Credit, and it looked very 
real indeed when first opened up. 


Briefs 


“THE Right Way Is the Best,” says a 
folder from The National Savings Bank, 
Albany, N. Y., which compares amorti- 
zation of a mortgage with interest pay- 
ments on the unpaid balance. Thus a 
$3000 mortgage can be paid off in ten 
years, four months, at $33 a month. 
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Total deposits under this plan are 
$4063.24, but the mortgage has been 
paid. Plain interest payments of $90 
a years means, in a like period, a total 
of $1980 with the balance of $3000 re- 
maining unpaid. 


, * * + © 


In 1857 there was a toll-gate on the 
Coney Island Plank Road, the keeper 
extracting a few cents from each driver 
to pay for maintaining the road in good 
condition. Appropriately illustrated, 
this subject, headed “An Old Country 
Custom,” comprises another of the his- 
torical series by the Williamsburgh 
Savings Bank, Brooklyn, N. Y. Last 
line of copy reads, “But regularly for 
86 years, through good times and bad, 
this bank has paid its depositors divi- 
dends (interest) on their savings.” 

oo * * * 


“Men and Business Find Success in 
Alabama” proclaims an ad signed by 
the Birmingham Trust and Savings 
Company, Birmingham, Alabama. The 
ad tells of the state’s lumber industry 
which “employs some 12,747 workers 
(exclusive of salaried officers and 
salaried employes), distributes approxi- 
mately $5,482,143 in wages, and spends 
some $8,879,846 for materials, fuel and 
electric energy a year, according to the 
Bureau of Census, U. S. Department of 


Commerce. 
aa * * * 


Illustrations: two babies—one bawl- 
ing, the other laughing. Heading: “IF 
HE COULD SEE AHEAD—Would he 
cry ... or smile?” This from a trust 
ad of Winston-Salem’s Wachovia Bank 
and Trust Company. The copy ampli- 
fies the theme, but the story is really 
well told in just illustration and 
heading. 

* * * 

The trust department of The Cleve- 
land Trust Company, Cleveland, Ohio, 
invites “Property Settlement Arranged 
in Advance.” Concise copy herewith 
quoted in full: 


In partnerships and closely-held corpora- 
tions, the death of a principal partner or 
stockholder sometimes produces a situation 
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very difficult and hazardous, both for the 
heirs and the business. 

A business insurance trust with The 
Cleveland Trust Company can in such case 
,arrange in advance for the liquidation of 
the deceased partner’s or _ stockholder’s 
share. 

This avoids delays, difficulties in finding 
money, and disputes between surviving as- 
sociates and heirs. Everyone is protected, 

* * * * 


The Lincoln National Bank and Trust 
Company, in its recent series of adver- 
tising, boosts Syracuse, New York, as a 
“good place to live” and a “good place 
to work.” The eleventh of this series 
pays tribute to Syracuse as a “Play- 
ground for the Nation but an Industry 
for Syracuse.” Some of the interesting 
facts brought out about this business of 
being a playground are: in the single 
district around the Finger Lakes tour- 
ists spend some $10,000,000 yearly— 
each of these tourists’ dollars is spent 
like this; 26 cents for merchandise, 
20 cents for food, 17 cents for shelter, 
11 cents for gasoline, 26 cents unclas- 


sified. 


* * * x” 


Many easterners are probably un- 
familiar with the port of Los Angeles, 
Cal., but an advertisement of the Citi- 
zens National Trust and Savings Bank 
of Los Angeles throws interesting light 
on the value of this port, bringing it 


into proper perspective. Says the ad, 
“Last year, eighty-three million dollars 
of exports passed through the Port of 
Los Angeles. Sixty-nine million dollars 
of imports arrived at the Harbor, much 
of which was raw materials essential 
to the operation of industry here.” 


e * * * 


The part that banking plays in pro- 
viding the average man with average 
necessities is well presented in a series 
of ads by the First National Bank and 
Trust Company of Minneapolis, Minn. 
“Our Daily Bread” is the subject of 
one in this series. It tells how the 
farmer borrowed from the bank in or 
der to buy seed and supplies to raise 
wheat, how the bank financed the ele- 
vator company, and the miller, and the 
baker, and the corner grocery. Simi 
larly treated were other ads showing 
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the part banking played in presenting 
everyday necessities such as blankets, 
and “a tender, juicy, sizzling steak.” 


* a * * 


Brief, smart-looking ads with sil- 
houette illustrations are appearing on 
the women’s pages of Canadian news- 
papers in cities having branches of the 
Royal Trust Company. Written for 
women, they talk about will-making. 
Sample headings are “As Simple As 
Making a Telephone Call” and “Reflect- 
ing a New Vogue.” 

* * * * 

Illustrating a statement of an over- 
due account which complains that the 
bill is old because “it has slipped your 
attention,” the First Citizens Bank and 
Trust Company, Utica, N. Y., brings out 
another reason for checking accounts 
by explaining that “A Checking Ac- 
count helps to Pay Your Bills More 
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Promptly.” Copy explains that many 
a bill has become overdue and “one’s 
credit standing damaged when the 
debtor had the money in his pocket 
and simply forgot or didn’t have time 
to pay the bill.” Boxed off in the ad 
are “Six Reasons Why More Than 8000 
Uticans Have Checking Accounts at 
This Bank.” 
* * * * 

The Florida National Bank (one of 
the Florida Union Group) advertises 
that “It Takes a Scrapper to Save 
Money.” Well, so it does as the first 
paragraph relates: “Dozens of hands 
reach for every penny you get. The 
grocer, the baker, the clothier, and a 
thousand other suppliers of human 
wants and needs are all trying to get 
their share of your income.” Remain- 
der of the copy follows logically 
through to an invitation to open a sav- 
ings account at the bank. 
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AUSTRALIAN BANKS ASSIST RECOVERY 


The monthly letter of the Bank of New South Wales recently published the 
above charts on which the bank comments as follows: 


“The first graph shows clearly the extent to which the banks since 1932 have 
assisted recovery by pursuing a liberal advance policy despite a progressive weaken- 
ing of the cash position from mid-1934 to mid-1936. During the latter period, the 
volume of deposits remained substantially unchanged, while advances increased 
steadily, and cash declined. These movements may also be traced in the top and 
bottom lines of the second graph. 

“This fall in the proportion of cash to deposits placed the trading banks in a 
difficult position. In the past year, they were forced to sell government securities 
heavily in order to avoid a restriction of advances, which would otherwise have been 
necessary in the face of falling cash holdings. 


“It appears, however that this stringency is now passing. The decline in cash 
holdings was checked during the last half of 1936, and an actual improvement was 
recorded during the March quarter, 1937. 


“The marked increase in deposits and the decrease in advances during the first 
quarter of 1937 led tod a considerable fall in the proportion of advances to deposits 
shown clearly in the second graph. This is probably the result of seasonal influences, 
and reflects the recent satisfactory export season, enabling exporters to repay 
advances.” 





FINANCIAL SITUATION ABROAD 
A Monthly Survey 


General Conditions 
ITH an estimated death toll of 


one million, the conflict in Spain 

continues, the advantage at pres- 
ent. seeming to be with the loyalists. 
Japan, in her ‘exploratory enterprise 
in North China, has finally encountered 
opposition by the central authority of 
the latter country, with some prospect 
that a general war between the two 
countries might ensue. Relations be- 
tween the leading countries in Europe 
appear less tense than in preceding 
months. France, under the new cabi- 
net, is taking strong measures to arrest 
the flight of capital and to meet the 
huge public deficit. 


Great Britain 


LOOKING at the industrial situation, the 
Monthly Review of Lloyds Bank Limited 
finds a further improvement in employ- 
ment, capital goods activity nearly at 
capacity, an output of coal greater than 
before the depression, and _ building 
more active than ever. 

The Monthly Review of Barclays 
Bank Limited reports a progressive ex- 
pansion in the country’s external trade, 
imports for the first quarter of 1937 
being 24 per cent. up compared with 
the first quarter of 1936, and exports 


and. re-exports up by 29 per cent., in- 
creases, however, being largely at- 
tributed to higher prices. 

Owing to conditions in France, the 
Bank of England has found it expedi- 
ent to add to its gold holdings to sup- 
port an increased note circulation. 


Finland 


THE volume of industrial production 
for the first quarter of 1937 rose to 
179 as against 147 last year. Total 
amount of credits of the joint stock 
banks in April of this year were greater 
by 667.9 million marks than for April, 
1936. 


France 


ACTING under emergency powers op- 
erative until August 31, the new cabi- 
net is taking extraordinary measures to 
bring about greater financial and eco- 
nomic stability. The franc will be al- 
lowed, under the present policy to find 
its own level, fresh expenditures will 
either be prohibited entirely or much 
curtailed, increased taxes are to be im- 
posed, and an early attempt toward a 
balanced budget will be made. For the 
first five months of 1937 receipts were 
32 million francs below the estimates, 
but 902 million above the same period 
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Offices in the City and various Branches in other parts of 
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CAPITAL 


Authorized P10,000,000.00 
Fully Paid P6,750,000.00 
(US$1.00=P2.00) 


ELGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable opper- 


tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


for 1936. One reassuring phase of the 
situation is that the people of France 
are united in the recognition of its 
gravity, and are coéperating to effect an 
amelioration. The new crisis for the 
franc has already resulted in a rise in 
wholesale prices and an increase of im- 
ports. 


Germany 


IF statistical reports are an evidence 
of prosperity, Germany must be ex- 
periencing such an era. Industrial ac- 
tivity is increasing, retail sales are 
growing, while coal and steel produc- 
tion are also on the rise. Whether the 
boom is being financed by the state, or 
whether its funds are being furnished 
by the boom itself, may be open to a 
variety of opinions. Sinking their po- 
litical differences for a spell, France 
and Germany have lately concluded a 
trade agreement. 


Argentine 


From its branch at Buenos Aires the 
First National Bank of Boston has re- 
ceived the following report, under date 
of July 9: 

“The favorable balance of m$n 70,- 
679,000 in May brought the five 
months’ total up to m$n 707,366,000 as 
against m$n 163,053,000 in the same 
period last year. The Ministry of 
Finance published a report on _ the 
financial results of exchange control, 


showing profits--of m$n 325,684,000 
166 


Inquiries and correspondence invited. 


from November 28, 1933, to the end of 
1936.” 

Commenting on the general situation 
in The Argentine, Messrs. Ernesto 
Tornquist & Co. Limitada find the 
Treasury returns for the past quarter 
showing further improvement, an ex- 
tremely large volume of foreign trade 
—the export surplus showing an all- 
time record, and a considerable im- 
provement in clearing returns. 


Italy 


THE Minister of Finance estimates re- 
ceipts for the fiscal year 1937-38 at 
20,597 million lire and expenditures 
23,770 million lire, indicating a deficit 
of 3,173 million lire. It is hoped that 
this expected deficit may be consider- 
ably reduced by improving buSiness 
conditions. 


China 

THE new draft organic law to reorgan- 
ize the Central Bank of China into a 
reserve bank has been approved by 
the Central Political Council. The capi- 
tal of the bank is to be fixed at $50,- 
000,000, of which 40 per cent. will be 
government shares and 60 per cent. 
private shares. The government shares 
will be raised by the National Govern- 
ment while half of the private shares 
will be subscribed by the banks and 
native banks of the country with re- 
maining half by the general public. 
The bank will be authorized to issue 





Christiania Bank og Kreditkasse 


Oslo, Norway 


Founded 1848. 


First established 
private bank in 
Norway 


Telegraphic address: 


BANKING BusINEss OF EVERY 
DESCRIPTION TRANSACTED 


Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


notes and customs gold unit certificates. 
The amount of notes issued and the 
amount of reserve will be made public 
by the bank in order to enhance the 
credit of the notes in circulation. 


Poland 


In its Monthly Review for April, the 
National Economic Bank finds that the 
improvement in the general economic 
situation of Poland during 1936 created 
more favorable conditions for the ac- 
tivities of state banks. The liquidation 
of the results of the crisis in the sphere 
of credits, consisting of operations on 
a large scale for the conversion and re- 
lief of debts of agriculture and of local 
authorities and partly likewise in re- 
spect of building credits, was continued 
and practically completed during this 
year. In consequence it yielded—at the 
cost of considerable sacrifices on the 
part of the state treasury and state 
banks—an important revaluation and 
regulation of bank assets, whilst, on the 
other hand, in bringing to the debtors 
great alleviations and a reduction in the 
cost of the servicing of their loans, it 
led to an improvement in solvency and 
facilitated the liquidation of obliga- 
tions contracted under other conditions. 
Besides the work connected with the 
relief of debts, the state banks, during 
the past year, were able to undertake, 
on a much larger scale than in pre- 
ceding years, new credit activities, 
which had been seriously curtailed dur- 
ing the period of crisis. The result of 
the improved situation in the sphere of 
money and credit, especially during 


the second half of the past year, was an 
important influx of funds to the state 
banking institutions which enabled them 
to increase the financial assistance 
given to economic life which had been 
affected by the crisis for a number of 
years. 


Mexico 


COMMENTING on the presidential decree 
expropriating the National Railways, 
the Mexican News Digest remarks: 
“The expropriation law says that the 
minority stockholders, holding 49 per 
cent. will be reimbursed but no refer- 
ence is made to the various interna- 
tional obligations, amounting roughly 
to 250 million dollars and accrued in- 
terest of 275 million dollars.” 

Index of prices reveal a continuous 
advance, both as to the general index, 
of both consumers’ and_ producers’ 


goods. 


Japan 


As reported in The Oriental Economist, 
the merchandise trade of the Japanese 
Empire with foreign countries for the 
first quarter increased in value in both 
directions over the corresponding 1936 
period. Exports were 734 million yen, 
or 21 per cent. more, and imports 1,057 
million yen, or 28.6 per cent. more than 
in the first quarter of 1936. The im- 
port balance of trade at 323 million 
yen was 50.1 per cent. larger than for 
the same quarter a year previous. Much 
the same trend is discernible in the 
trade of Japan proper for which, com- 


167 





168 


pared with the corresponding period of 
1936, the first quarter’s exports in- 
creased by 20 per cent. at 701 million 
yen and imports gained by 30.3 per 
cent, at 1,007 million yen, leaving an 


INTERNATIONAL 


Banco CENTRAL DE LA REPUBLICA AR- 
GENTINA.—In its annual report for the 
second financial period of 1936 it is 
reported that notes increased from 981.8 
million pesos in 1935 to 1,093.9 mil- 
lion pesos in 1936. This increase does 
not mean a weakening of the currency, 
as the backing for it has meanwhile 
relatively increased. The percentage 
guarantee with respect to the total sight 
liabilities has likewise improved. 


Banco pt Roma.—During the year cov- 
ered by its last report the resources of 
this bank have increased by more than 
800,000,000 lire, or by 40 per cent. 


BANK OF ADELAIDE.—This bank’s lia- 
bilities to the public now total £7,380,- 
678, as against £6,876,628 a year ago. 


Bank OF Norway.—The profit of the 
bank’s operations in 1936 were Kr. 3,- 
796,213, compared with Kr. 5,126,688 
for 1935. 


OtTToMAN BANK.—The seventieth an- 
nual meeting was held in London June 
22. The accounts made up to Decem- 
ber 31, 1936, after providing for bad 
and doubtful debts, showed an amount 
of £108,149 2s. 1d., including £29,783 
19s. 5d. brought forward from previous 
year. Total assets of the bank -as of 
December 31, 1936. £22,818,118 7s. 5d. 


THE NETHERLANDS BANK N. V.—Net 
profits for the financial year 1936-37 
were 3,528,827.86 florins. 


NATIONAL BANK OF AUSTRALASIA LIM- 
ITED.—Net profits for the year’s opera- 
tion were £325,626 12s. 3d. to be added 
as brought forward £159,413 7s. 2d., 
making available £485,039 19s. 5d. An 
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import surplus of 306 million yen, a 
rise of 62.4 per cent. The figures 
show that imports increased for Japan 
proper at-a- much faster pace than for 
the possessions. 


BANKING NOTES 


interim dividend of 514 per cent. was 
declared on the £10 and £8 shares, for 
the first.half-year and 6 per cent. for 
the second half-year. To the reduction 
of bank premises account £40,000 was 
applied, leaving £157,539 19s. 5d. to 
be carried forward. 


THE BANK oF GREECE.—Advances to 
the state, as of December 31, 1936, 
amounted to dr. 3,267,741,762.02, an 
increase of dr. 94,137,061.72 over the 
previous year. Note circulation, De- 
cember 31, 1936, dr. 6,202,535.900, an 
increase of dr. 214,975,800 for the year. 
Net profits for the year were dr 63,- 
238,328.91. 
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STABILITY OF THE CURRENCY 


It is unfortunate’ more has not been 
done that would tend to encourage 
business men to believe international 
monetary stabilization will be accom- 
plished at an early date, and that has 
naturally been a serious deterrent to 
the establishment of a confidence so 
necessary in any permanent business 
recovery. Recurring rumors concern- 
ing gold tend to frighten business. We 
look to those in authority in our Gov- 
ernment to use every means consistent 
with security that will bring about, at 
the earliest possible moment, the estab- 
lishment of a value of our currency 
that cannot be questioned and that will 
not be changed. This necessarily re- 
quires the codperation of other nations, 
but our Government should be aggres- 
sive in its leadership and in its policy 
to bring about world stabilization.— 
Fred F, Florence, President, Republic 
National Bank, Dallas, Texas. 











SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
OVER 500 BRANCHES IN CANADA 
Head Office: Montreal 


New York Agency: 64 Wall St. 


Chicago Office: 27 South La Salle St. 


San Francisco Office: 333 California St. 


Current Conditions in Canada 


HE Monthly Letier of the Bank of 

the Bank of Montreal dated July 

22 comments on the Canadian situa- 
tion as follows: 


While industrial production continues at 
a high level and mercantile business is more 
than holding the gains previously recorded, 
domestic anxieties in the form of adverse 
crop reports from the Prairie Provinces 
and of labor troubles in. industrial centers 
have this month overshadowed the outlook. 
The labor situation has improved as_ the 
month has progressed, but the grain crop 
situation has become more serious, and such 
high authorities as the Minister of Agricul- 
ture will not now estimate the western 
wheat yield at more than 150,000,000 bushels, 
the lowest figure for many years. The 
division of the crop, :as estimated, is: Mani- 
toba, 35,000,000 bushels; Saskatchewan, 50,- 
000,000; Alberta, 65,000,000. On this basis, 
with deductions made for domestic require- 
ments, including seed grain, the volume 
available for export will be under 50,000,- 
000 bushels. Too late to save the crop in 
the drought-stricken. areas, drenching ‘rains, 
which have fallen over a wide region during 
the past week, have brought relief to the 


feed situation, which had become acute in 
many districts. There is now a prospect 
that a certain amount of grain suitable for 
feed will be produced .in the drought- 
stricken territory. 

In Eastern Canada and British Columbia 
the crops are distinctly above the average; 
they are particularly good in Ontario and 
the prices of agricultural produce are keep- 
ing up well. Grain prices, moreover, have 
been mounting and the export demand for 
Canadian wheat is such that the carry- 
over at the end of the crop year on July 31 
may not be over 30,000,000 bushels, which 
would-be the lowest figure since the war, 
On July 9 Canadian wheat in store was 
placed at 40,600,186 bushels as compared 
with 140,703,679 bushels for the correspond- 
ing week of 1936. Pastures are excellent in 
the dairying districts and the dairy indus- 
try is ‘experiencing its usual seasonal ex- 
pansion. 

Most business indices continue to com- 
pare favorably with those of this time last 
year, There have been indications of im- 
provement ‘in employment extending over 
the first six months of the year, these be- 
coming so marked in June as ‘to place that 
month ahead. of. any other June since 1929- 
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30. A concurrent reduction in relief ex- 
penditure totals seems likely to continue, 
but the expenditures on drought relief. in 
the coming fall and winter .will be at least 
as heavy as was the case last winter and 
in the preceding fall. 

Wholesale and retail trade is being main- 
tained at a good level in Eastern Canada 
and the summer tourist traffic is fulfilling 
the predictions of another increase in vol- 
ume. In the prairie region trade has been 
suffering because merchants in view of the 
crop. situation hesitate to lay in large 
stocks, but business remains good in British 
Columbia. 

In the manufacturing field the heavy in- 
dustries remain very busy and the textile 
mills are reasonably well supplied with 
orders. ‘The mining industry is maintain- 
ing its output at a high level and the news- 
print industry is still forging ahead, the 
output of the latter reaching in June an all- 
time high for the first half of the year at 
1,783,350 tons as compared with 1,490,016 in 
the first half of 1936, a gain of 19.7 per 
cent. In June the export of planks and 
boards was 182,191,000 board feet as com- 
pared with 169,550,000 feet in June, 1936. 
The activity of the primary iron and steel 
industries shows no sign of abatement. 
Automobile production at 23,841 units was 
about the same as in May but was well 
ahead of the figure for June, 1936, namely, 
16,400 units. Export trade continues to 
make gains in many directions and for 
June exports had a value of $108,857,343 
as compared with $101,695,482 in May and 
$79,942,336 in June, 1936, the gain over the 
latter return being 36 per cent. 

Although the upward trend of railway 
gress earnings as disclosed in weekly re- 
ports has not been consistent, the showing 
of the companies for the first half of the 
year has been encouraging in respect of both 
traffic and earnings. Total carloadings for 
the first six months of the year increased 
108,881, or 9.7 per cent. over the corre- 
sponding period of 1936. Gross earnings, 
which were up 7.4 per cent. in June over 
June, 1936, reached a total of $161,831,011 
in the six months’ period, an advance of 
9 per cent. over the same period last year. 
Both railway systems showed improved net 
earnings in their reports for the month 
of May. 


Reviewing general conditions in its 
July Monthly Commercial Letter, the 
Canadian Bank of Commerce reports a 
continuance of previous high levels of 
industrial operations. Recognizing that 
the summer months will witness a slight 
customary recession, the view is ex- 
pressed that there are constructive ele- 
ments which should maintain general 


business activity at a high level until 
new stimulating influences become ef.- 
fective next autumn. As to agricul- 
tural conditions, it is said that outside 
the large drought-stricken areas of the 
western grain belt the new crop pros- 


pects are better than a year ago. 
* * * 


As seen by the report of the Royal 
Bank of Canada, business activity 
throughout Canada during the early 
months of 1937 has maintained a level 
well above that of the corresponding 
months of 1936. The index of the 
physical volume of business for the 
first four months of 1937 was 117.8 as 
compared with 106.5 in 1936, while the 
index of industrial production advanced 
from 107.8 to 120.9. This improve. 
ment has been general and there are 
but few branches of industry where the 
increase in operations has not reached 
substantial proportions. | Wholesale 
prices have been rising, employment 
has increased and merchants through- 
out the country report retail sales in 
greater volume than at any time since 


1931. 
It is held by A. E. Ames & Co. (July 


Investment Suggestions) that the dam- 
age to crops in the west, due to dry 
weather, will be compensated for by 
increased prices, bringing crop income 
up to a figure larger than for any year 
since 1929. This opinion is qualified 
by the requirements that further crop 
deterioration will not occur and that 
present grain prices shall be maintained. 
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Some Recent Banking Decisions 


NOTICE OF DISHONOR WRONGLY 
ADDRESSED—INDORSER 
DISCHARGED 


The indorser of a note will be dis- 
charged from liability if, upon the non- 
payment of the note by the maker at 
maturity, a notice of dishonor is not 
sent to the indorser at his proper ad- 
dress, provided such address can be 
ascertained by the exercise of due dili- 
gence. 

The rule established by the Negotiable 
Instruments Act is that, if an indorser 
does not add his address to his signa- 
ture, the notice must be sent as follows: 
“(1) Either to the postoffice nearest to 
his place of residence, or to the post- 
office where he is accustomed to receive 
his letters; or (2) If he live in one 
place, and have his place of business in 
another, notice may be sent to either 
place; or (3) If he is sojourning in an- 
other place, notice may be sent to the 
place where he is sojourning.” 

The note involved in this case was 
for the principal sum of $27,500. It 
was not paid at maturity and the holder, 
the plaintiff bank, sent notices of dis- 
honor to the various indorsers. In this 
action against the maker and the in- 
dorsers, one of the indorsers, Merrill, 
claimed to have been discharged from 
liability because of the failure to give 
him notice of dishonor. 

Merrill had not added his address to 
his signature on the note. But, in the 
files of the bank was a list containing 
the names and addresses of the indorsers 
of the note in qusetion. On this list was 
given: “C. C.: Merrill [Typewritten]. 
V. P. So. Westn. Portland Cement Co., 
727 W. 7th St. 2277 W. 23rd St. 
[Pencil].” . The. notice intended for 
Merrill was sent by registered mail to 
the West 23rd Street address (Los 
Angeles). The post office readdressed 
the envelope and sent it to an address 
in Beverly Hills. Later the envelope 
was returned to the bank marked “un- 
claimed.” The current Los Angeles 
directory. indicated that Merrill was_a 


vice-president of the cement company, 
as shown on the bank’s records. The 
court held that the bank did not use 
due diligence in depending upon the 
pencil notation of the West 23rd Street 


Each month THE BANKERS 
MAGAZINE will publish several di- 
gests of recent court decisions of in- 
terest to bankers. For further par- 
ticulars on these and other banking 
law cases the reader is referred to our 
affiliated publication, THE BANK- 
ING LAW JOURNAL. 


address and that Merrill was, therefore, 
discharged from liability. 

This was decided by the California 
District Court of Appeal in the case of 
Bank of America v. Century Land & 
Water Co., 65 Pac. Rep. (2d) 110. 


CORPORATE TRUSTEE SUR.- 
CHARGED WITH LOSS THROUGH 
DROP IN MARKET 


The courts are continually applying 
the rule that it is the duty of an execu- 
tor or trustee to sell without undue de- 
lay all speculative securities, such as 
shares of corporate stock, coming to his 
hands as part of the estate which he 
represents. The fiduciary’s neglect in 
this particular may subject him to per- 
sonal responsibility for any loss that 
may result from a drop in the market 
price of the securities. 

Corporate trustees, however, seem to 
continue as if this rule did not exist. 
The most recent example of a loss of 
this kind is found in a decision of the 
Appellate Court of Illinois, In-re Busby 
(Busby v. First National Bank), 6 N. 
E. Rep. (2d) 451. 

In this case the estate consisted largely 
of shares of corporate stock, most of 
which the testator, at the time of his 
death, was carrying on a margin of 
about 33 1/3 per cent. The estate had 
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a net value of about $700,000. The 
executor-trustee, a banking institution, 
held on to the greater portion of the 
shares until the estate became insolvent. 
It was held that the executor should 
have sold the shares within six months 
after it had authority to sell and that 
it should be surcharged with the amount 
by which the shares dropped in value 
below the mean value of the shares dur- 
ing the six month period, with interest. 
It was also held that the executor was 
entitled to no commissions or other 
compensation, to which it would have 
been entitled except for its negligent 
administration of the estate. 

The executor-trustee came into office 
about one year after the market crash 
of 1929. In the minds of many, quali- 
fied by experience to form an opinion, 
the depression, at least so far as any 
further recession in stock market prices 
might be concerned, was over. Condi- 
tions, they felt, were bound to improve. 
Based on the best information obtain- 
able, the stocks owned by the estate 
were selling at less than their intrinsic 
worth. But even such a situation can- 
not avoid liability on the part of the 
executor or excuse imprudence in the 
management of the estate; and the re- 
tention by a fiduciary of speculative 
securities, especially when carried on 
margin, has long and consistently been 
regarded as improvident by the courts. 


LIABILITY OF BANK FOR STOLEN 
TRAVELERS’ CHECKS 


A bank has the power to receive 
travelers’ checks from the issuing bank 
for the purpose of selling them upon 
a commission as the agent of the issuing 
bank. It has also the authority to sign 
an agreement to the effect that it will 
be liable to the issuing bank for any 
checks lost or stolen while in its pos- 
session and such agreement may be 
signed by the cashier acting on behalf 
of the bank. 

In this case the defendant bank was 
acting as the agent of the plaintiff bank 
in selling to the public travelers’ checks 
issued by the plaintiff bank. The cashier 
of the defendant bank, acting on its be- 
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half, signed a “trust receipt” in which 
it was recited’ that the‘ defendant had 
received certain travelers’ checks in 
trust, that the proceeds of the sale of 
the checks would remain with the de- 
fendant bank as a trust fund until pay- 
ment should be made to the plaintiff 
and that the defendant would be re- 
sponsible for any checks which might 
be lost, stolen or surreptitiously put into 
circulation. Robbers broke into the de- 
fendant bank and stole, among other 
things, travelers’ checks to the total face 
value of $5110. The robbers filled out 
and negotiated most of the checks. The 
defendant promptly notified the plaintiff 
bank of the robbery. The plaintiff, 
however, continued to honor the checks 
as they were presented and, at the time 
when the appeal was argued, the plain- 
tiff bank had paid out $3780 on the 
checks. It was held that the plaintiff 
was entitled to recover this amount, less 
the defendant’s commission, from the 
defendant. 

This was decided by the United States 
Circuit Court of Appeals in the case of 
Mellon National Bank v. Citizens Bank 
& Trust Co., 88 Fed. Rep. (2d) 128. 
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MAKING SURVEY OF BANKING 
FACILITIES 


CONSOLIDATION, merger and actual mi- 
gration of banks so that they may serve 
communities now without banking fa- 
cilities or wipe out duplication of serv- 
ice where but one bank can operate at 
a profit is contemplated in a survey 
which is being fostered by the National 
Association of Supervisors of State 
Banks. 

The program was announced recently 
by Luther A. Harr, secretary of Bank- 
ing of Pennsylvania and chairman of 
the executive committee of the National 
Association of Supervisors of State 
Banks. The Federal Deposit Insurance 
Corporation is assisting in the survey 
which will cover the entire country and 
will not be completed for some time. 

“Greater strength for the banking 
structure and better service is the sole 
object of the program,” said Dr. Harr. 
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Convention Dates 
STATE AND SECTIONAL 


August 12-14—A. B. A. Pacific Coast- 
Rocky Mountain Trust Conference. 
Portland, Oregon. 

September 9—Delaware Bankers Asso- 
ciation. Henlopen Hotel, Rehoboth. 

September 9-10—Maine Savings Bank 
Association. Squaw Mountain Inn, 
Moosehead Lake. 

September 16-18—Massachusetts Sav- 
ings Banks Association. New Ocean 
House, Swampscott. 

September 22-23—Kentucky 
Association. 
ville. 

October 20-22—Savings Bank Associa- 
tion of New York. The Greenbrier, 
White Sulphur Springs, W. Va. 

November—Florida Bankers Associa- 
tion. Tallahassee. Date not yet 
decided. 

November 4-5—Nebraska Bankers As- 
sociation. Hotel Cornhusker, Lin- 
coln. 


Bankers 
Brown Hotel, Louis- 


1938 

May 5-6—Oklahoma Bankers Associa- 
tion, Tulsa. 

May 9-11—Missouri Bankers Associa- 
tion. Place not yet decided, 

May 12-13—Kansas Bankers Associa- 
tion, Hutchinson. 

May 17-19—Texas Bankers Association. 
Fort Worth. 

May 25-26—Indiana Bankers Associa- 
tion. French Lick Springs Hotel, 
French Lick. 

June 2-3—South Dakota Bankers Asso- 
ciation. Huron. 

June 6-8—Iowa Bankers Association. 
Place not yet determined. 

GENERAL 


September 13-15—Morris Plan Bank- 
ers Association. The Broadmoor, 
Colorado Springs, Colo. 


September 13-16—Financial Advertis- 
ers Association. Syracuse, N. Y. 


October 6-8—United States Building 
and Loan League. Los Angeles. 

October 8-12—American Bank Women. 
Hotel Somerset, Boston, Mass. 

October 10-13—National Association 
of Bank Auditors and Comptrollers, 
Boston, Mass. 


October 11-14—American Bankers As- 
sociation. Statler Hotel, Boston, 


Mass. 


Mid-Year Bank Statements 


@ Statements of the leading banks 
showing condition as of June 30 were 
characterized by substantial increases in 
loans and discounts in most cases. Most 
of the banks also reported declines in 
their holdings of United States Govern- 
ment securities and less marked reduc- 
tions in cash on hand and due from 
banks and bankers. Total deposits and 
total assets were, in most cases, lower 
than on March 31, contrary to the usual 
seasonal tendency. Advances in un- 
divided profits were the rule, indicat- 
ing that the operations of the quarter 
had been profitable. 


q Chase National Bank, New York. In 
statement for June 30, 1937, loans and 
discounts amounted to $809,978,000, 
showing an increase of approximately 
$38,000,000 since December 31, 1936, 
and an increase of $160,000,000 since 
June 30, 1936. 

The deposits of the bank on June 30, 
1937, were $2,136,387,000 compared 
with $2,286,209,000 on December 31, 
1936, and $2,083,326,000 on June 30, 
1936. 

Total resources amounted to $2,426,- 
554,000 compared with $2,562,182,000 
and $2,356,357,000 on the respective 
dates; cash in the bank’s vaults and on 
deposit with the Federal Reserve Bank 
and other banks, $685,720,000 com- 
pared. with $669,418,000 and $602,890,- 
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000; investments in United States 
Government securities, $618,840,000 
compared with $780,030,000. on Decem- 
ber 31, 1936, and $735,987,000 on June 
30, 1936. 

On June 30, 1937, the capital of the 
bank was $100,270,000 and- the surplus 
$100,270,000, both amounts unchanged 
from December 31, 1936. Undivided 
profits ‘on June 30, 1937, were $27,- 
950,000 compared with $26,464,000 on 
December 31, 1936, and $22,657,000 on 
June 30, 1936. 


q National City Bank of New York. 
Total assets, $2,006,169,216.52; de- 
posits, $1,807,822,047.23; cash and due 
from banks, $549,793,277.03;° U: S. 
Government securities, $419,401 ,464.82 ; 
loans, discounts. and bankers’ _ accept- 
ances, $710,217,081.27; capital, $77,- 


500,000; surplus, $43,750,000; undi- © 


vided profits, $13,746,581.15. 


q Guaranty Trust Company, New York, 
The June 30 statement shows deposits 
of $1,661,015,633.41, as compared with 
$1,602,377,016.77 at the time of the 
last published statement, March 31, 
1937, and with $1,638,602,997.30 on 
June 30, 1936. The company’s total 
resources are $1,984,081,613.15, as com- 
pared with $1,944,469,028.48 on March 
31, and $1,972,869,119.53 a year ago. 
Capital and surplus remain un- 
changed at $90,000,000 and $170,000,- 
000, respectively, and undivided profits 
are $9,891,451.60, as compared with 
$9,693,212.80 on March 31. The state- 
ment shows United States Government 
obligations of $646,369,691.82, as com- 
pared with $582,269,639.30 on March 
31, and $818,381,631.82 a year ago. 


@ Marine Trust Company, Buffalo, 
N. Y. Total resources as of June 30 
were $182,124,802.51. Deposits, $164,- 
422,692.72; cash and due from banks, 
$36,366,221.25; U. S. Government se- 
curities, $24,694,637.62; loans and dis- 
counts, $60,671,287.00; capital,  $8,- 
000,000; surplus, $7,000,000; undivided 
profits, $1,948,115.23. 


| Broad Street National Bank, Trenton, 
N. J. Total resources, $14,218,718.76; 
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demand deposits, $2,802,795.93; time 
deposits, $7,267,738.26; public funds, 
$2,596,334.22; U. S. Government secu- 
rities, $5,318,786.03; loans and dis- 
counts, $3,363,900.50; preferred stock, 
$750,000; common stock, $250,000; 
surplus, $300,000; undivided profits, 
$188,202.60. 


q National Shawmut Bank of Boston. 
Total resources, $202,134,782.33; de- 
posits, $168,450,005.40; loans and dis- 
counts, $61,616,919.84; U. S. Govern- 
ment securities, $41,435,143.81; cash 
on hand and in banks, $47,997,580.71; 
capital stock, $10,000,000; surplus and 
undivided profits, $20,627,010.38. 


q| Fidelity-Philadelphia Trust Company, 
Philadelphia.‘ Total resources, $138,- 
112,679.46; deposits, $111,887,697.43; 
cash on hand and in banks, $32,190,- 
199.56; U. S. Government securities, 
$19,342,613.03; loans, $23,803,826.25; 
capital stock, $6,700,000; surplus, $15,- 
000,000; undivided profits, $2,204,- 
755.74. - 


q Security-First National Bank of Los 
Angeles. June 30 statement shows total 
resources of $641,705,138.80. Deposits 
were $570,894,708.35; cash and due 
from banks, $131,137,878.58; U. S. 
Government securities, $162,716,863.98; 
state and municipal securities, $42,388,- 
625.64; other bonds and _ securities, 
$20,037,555.24. Loans and discounts 
were $248,172,637.54. The  bank’s 
capital accounts’ are composed as fol- 
lows: Preferred stock, $10,850,000; 
common stock, $24,000,000; surplus, 
$11,150,000; undivided profits, $2,000,- 
000. 


q Chemical Bank and Trust Company, 
New York. In its statement for June 
30, the Chemical Bank and Trust Com- 
pany reported deposits of $537,938,869 
and total assets of $632,331,082, com- 
pared, respectively, with $539,363,114 
and “$638,133,582 on March 31, last. 
Cash on hand and due from banks 
amounted to $189,505,554, against 
$152,933,747; United States Govern- 
ment obligations to $122,376,032, 
against $132,561,551; bankers’ accept- 
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ances, call loans and eligible paper to 
$103,527,546, against $108,308,935, and 
loans and discounts to $135,079,809, 
-against $128,951,917. Capital and sur- 
plus were unchanged at $20,000,000 
‘and $45,000,000, respectively, and un- 
‘divided profits amounted to $9,132,124, 
-against $9,108,729. 


q Central Hanover Bank and Trust 
Company, New York. The Central 
Hanover Bank and Trust Company in 
its condition statement for June 30 re- 
ported total deposits of $845,365,121 
and total assets of $950,246,760, com- 
pared, respectively, with $899,717,012 
and $1,000,020,204 on March 31, last. 
The bank showed cash-on hand and due 
from banks of $290,005,189, against 
$298,887,319 three months ago; United 
States Government securities of $292,- 
906,194, against $345,790,029, and loans 
and bills bought of $286,853,314, 
against $262,596,083. Capital and sur- 
plus were unchanged at $21,000,000 
and $60,000,000, respectively, and un- 
divided profits amounted to $8,112,438, 
against $7,456,791 at the end of March. 


q Manufacturers Trust Company, New 
York. The June 30 statement of con- 
dition of the Manufacturers’ Trust 
Company shows deposits of $612,494,- 
252, compared with $618,917,748 on 
March 31, last, and $613,311,274 on 
June 30, 1936. Resources were $734,- 
813,932, against $741,544,109 and 
$721,544,494, respectively, three months 
and a year ago. Cash items amounted 
to $186,170,407, compared with $167,- 
360,477 on March 31, and $129,183,071 
on June 30, 1936. Holdings of United 
States Government securities declined 
to $152,026,332 from $214,713,934 
three months ago and $257,426,861 on 
June 30, 1936. Loans and bills bought 
were $244,982,558, an increase of more 
than $35,000,000 from March 31, last, 
and of more than $53,000,000 since 
June 30, 1936. 

Preferred stock outstanding amounted 
to $9,778,520 and common stock to 
$32,998,440. The bank states that 
changes from March 31 have resulted 
in an increase of sixteen shares of ¢Oifi- 
mon stock outstanding and a reduction 


FRED M. ROBERTS 


Recently Elected President Wash- 
ington Bankers Association 


Mr. Roberts graduated from Grin- 
nell College in 1899 and had his first 
banking experience as assistant cash- 
ier of the Postville State Bank, Post- 
ville, Iowa, from 1899 to 1900. From 
1900 to 1903 he studied law at the 
Harvard Law School from which he 
graduated in 1903. 

In the fall of 1903 he entered the 
practice of law in Seattle, Wash., 
where he has practiced continuously 
since, being now a member of the 
firm of Weter, Roberts and Shefel- 
man. In 1911 he organized the Red- 
mond State Bank (now the First 
National Bank of Redmond) and in 
1913 the Eatonville State Bank. He 
has been president of both banks 
since organization and is also presi- 
dent of the First National Bank, 
Kirkland; the State Bank of Mor- 
ton, and the Orting State Bank. 


of 3020 shares of preferred. Surplus 
and undivided profits were $43,503,345, 
against $42,428,981 three months ago. 
Net operating earnings for the quarter 
ended on June 30 are indicated at 
$1,839,247, after allowing for dividend 
requirements on the preferred stock, 
compared with $1,752,300 for the first 
quarter of this year. Reserves are now 
$14,215,786. With the addition of three 
offices on June 30, the company has 
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CLYDE E. WILLIAMSON 


Recently Elected President Oregon 
Bankers Association 


A native of Oregon, Mr, Williamson 
was educated in the public schools of 
the state and graduated from Oregon 
State College in 1908. For eight and 
a half years he was associated with 
the First National Bank of Albany 
and for eighteen years has been 
eashier and director of the Albany 
State Bank and the Bank of Albany. 

In addition to serving the Oregon 
Bankers Association in various ¢a- 
pacities he was elected president of 
the Independent Bankers Association 
of Oregon in 1935 and served for 
two years, 

He has been very active in eity, 
eounty and state affairs. He is mar- 
ried and has two sons and one 
daughter. 


sixty-four banking houses in Greater 
New York. 


q New York Trust Company. The New 
York Trust Company in its statement 
for June 30 reported total deposits of 
$341,689,218 and total assets of $403,- 
308,051, compared, respectively, with 
$355,221,394 and $414,491,834 on 
March 31, last. The bank reported cash 
on hand and due from other banks of 
$82,142,374, against $86,687,562;. ex- 
changes, collections and other cash 
items of $30,442,886, against $27,738,- 


550; United States. Government secu- 
rities of $108,462,029, against $130,- 
915,000, and loans, discounts and 
bankers’ acceptances of $143,707,209, 
against $121,164,637. Capital and sur- 
plus were unchanged at $12,500,000 
and $25,000,000, respectively, and un- 
divided profits were $3,136,688, against 
$2,781,338. 


q Philadelphia National Bank. The 
statement of condition of the Philadel- 
phia National Bank for June 30 shows 
cash and due from banks of $186,074,- 
643, compared with $191,317,019 on 
March 31. Holdings of United States 
Government securities were $140,802,- 
284, compared with $147,302,284. 
Loans and discounts increased to $88,- 
401,978 from $79,173,525; holdings of 
other securities were $56,026,550, 
against $56,127,148; deposits were 
$440,799,005, against $446,729,087, 
and total resources were $494,951,138, 
compared with $500,949,753. Capital 
stock was unchanged at $14,000,000. 
Surplus and net profits were $23,417,- 
417, compared with $22,933,847. 


q Bank of America N. T. & S. A. (Cali- 
fornia). An increase of $99,587,000, 
or approximately 21 per cent., in loans 
of the Bank of America N. T. & S. A, 
was disclosed in the bank’s mid-year 
statement. The statement revealed that 
the bank’s loans increased from $478,- 
239,000 on June 30, 1936, to $577,- 
827,000 on the corresponding date this 
year, while its holdings of U. S. Govern- 
ment bonds and other securities de- 
clined $90,461,000. Deposits of the 
California state-wide bank were $1,280,- 
720,000, an increase of $37,805,000 
over June 30, 1936. Total resources 
were $1,415,559,000, an increase of 
$49,011,000 for the year. 

Earnings continued on a satisfactory 
basis, being $10,007,000 (at the rate 
of $5.00 a share per annum) for the six 
months ended June 30, 1937. During 
this period the bank paid $4,000,000 
in dividends and allocated $2,244,000 
to surplus and undivided profits ac- 
counts after provision of $1,833,000 
YeServe for depreciation on banking 
premises, amortization of bond pre- 
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miums, etc., and $1,930,000 reserve set 
apart to reduce the carrying value of 
assets. Total capital funds of the bank 
on June 30 were $107,268,000 the high- 
est level since the previous peak of 
$108,251,000 on Dec. 31, 1929, and 
an increase of $5,173,000 for the year. 


q Fidelity Union Trust Company, 
Newark, N. J. Total resources, $160,- 
132,490.09; deposits, $142,726,371.09; 
cash and due from banks, $26,316,- 
263.04; U. S. Government obligations, 
$46,621,487.96; loans and discounts, 
$49,221,848.37; preferred stock, $4,- 
000,000; common stock, $4,000,000; 
surplus, $5,500,000; undivided profits, 
$2,022,207.35. 


q National Bank of Detroit. Total re- 
sources, $424,655,552.40; deposits, 
$393,189,983.24; cash and due from 
banks, $142,153,024.76; U. S. Govern- 
ment securities, $198,875,851.07; loans 
and discounts, $62,408,973.62; pre- 
ferred stock, $10,000,000; common 
stock, $5,000,000; surplus, $7,500,000; 
undivided profits, $5,615,722.62. 


Personal 


q At the regular meeting July 20 of the 
board of directors of the City National 
Bank and Trust Company of Chicago, 
K. K. Du Vall, Joseph F. Govan and 
Ronald R. Boardman were elected vice- 
presidents, and C. F. Boerger assistant 
trust officer. 


q Alfred P. Sloan, Jr., chairman of the 
board of General Motors Corporation, 
has announced the appointment of Ed- 
win R. Palmer as assistant comptroller 
of General Motors Corporation. 


q Jackson E. Reynolds has been elected 
chairman of the board of the First Na- 
tional Bank of New York succeeding 
the late George F. Baker. 


{Holman D. Pettibone, president of 
the Chicago Title and Trust Company, 
has announced the appointment of Al- 
ben T. Myren as assistant secretary of 
the company. For the past fifteen years 
Mr. Myren has been credit manager. 
In his new position he will devote his 


H. NELSON McDOUGALL 


Recently Elected President Maine 
Bankers Association 


Mr. McDougall has been president of 
the National Bank of Commerce, 
Portland, Maine, since 1934. Born 
in 1876 he was educated in the public 
schools and began his business career 
in general insurance in 1897. From 
1900 to 1924 he was-a partner in 
Maynard 8S. Bird & Company, invest- 
ment bankers. From 1924 to 1931 
he was vice-president of Bond & 
Goodwin, investment bankers of New 
York and Boston and was president 
of that organization from 1931 to 
1934 when he became president of 
the National Bank of Commerce. 

Mr. MeDougall has many interests 
in the eivic, social, business and’ 
charitable activities of Portland and 
the state of Maine. 


time to business promotion and cus- 
tomer relations. He will be succeeded 
as credit manager by Grant L. Chang- 
strom, former manager of the collection 
department. 


qR. T. Tupper Barrett has been ap- 
pointed joint manager of the Paris office 


of the Guaranty Trust Company of New 
York. 


q Frank E. Frothingham, vice-president 
of Coffin & Burr, Inc., of Boston, has 
been selected by the board of governors 
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ROBERT E. BOWIE 


Recently Elected President West 
Virginia Bankers Association 


Mr. Bowie is vice-president and 
trust officer of the Security Trust 
Company, Wheeling, W. Va., and 
was born and reared in Wheeling. 
After graduating from Linsly In- 
stitute, Wheeling, Mr. Bowie be- 
came connected with the Hazel At- 
las Glass Company, and later with 
the Olmstead Paper Company. He 
served for a time as district agent 
for the Mutual Benefit Life Insur- 
anee Company. After leaving this 
firm, he joined the staff of Hazlett 
& Company, brokers. During the 
World War Mr. Bowie served as 
First Lieutenant in the Eighty- 
Ninth division. Mr. Bowie is a 
great lover of tennis, having won 
the state tennis championship once 
in singles and once in doubles. 
He is an officer and direetor of 
various business, ¢ivic and_ social 
organizations of Wheeling. He is 
a vestryman and chairman of the 
St. Luke’s Episcopal Chureh in 
Wheeling. 


of the Investment Bankers Association 


of America as president for the year 
1937-38. 


g Ralph Fontaine of Brandenburg, Ky., 
field representative of the Federal 
Housing Administration in Western 


Kentucky, is the new secretary of the 
Kentucky Bankers Association. ~Harry 
G. Smith, the former secretary, has re- 
signed to become _ vice-president in, 
charge of correspondent banks for the. 
Liberty National Bank and Trust Com- 
pany,’ Louisville, Ky. 


q Eleven bank presidents, comprising 
the trustees’.committee of the New York 
Community Trust, inaugurated its 


fifteenth year by renaming.as chairman, , 
Winthrop W. Aldrich, chairman of the 
Chase National .Bank,: New York. 


Deaths 


@ Henry Parker Willis, professor of 
banking at Columbia University, and 
an authority on banking and finance, 
died on July 18 at 63 after several 
months’ illness. Dr. Willis was a strong 
and forthright fighter in the cause of 
sound banking and economics. For 
many years he was editor of the New 
York Journal of Commerce. He had 
served in an advisory capacity to sev- 
eral foreign governments, and was the 
author of a number of standard works 
on money and banking. Dr. Willis took 
a prominent part in preparing the 
original Federal Reserve Act, but as 
the system later developed through 
changed legislation and operations he 
became one of its most unsparing critics. 
His familiarity with banking and mone- 
tary history was extensive and his 
opinions, vigorously expressed, attracted 
wide attention. He was courageous and 
independent in his writings, and his in- 
tellectual integrity was widely recog- 
nized. Among his numerous friends he 
was known as a man of exceptional 
charm. 


q Sir Sorabji Pochkhanawala, managing 
director of the Central Bank of India, 
died on July 4 in his 55th year. Sir 
Sorabji was knighted in 1934 and had 
‘been manager of the Central Bank of 
India for nine years when he was ap- 
pointed managing director in 1920. He 
was born in Bombay, a son of Nusser- 
wanji Pochkhanawala and Bai Goolbai 
Nusserwanji Pochkhanawala. In 1910 
he married Bai Sakarbai Ruttonji. They 
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had two sons and three daughters. After 
attending the New High School and 
St. Xavier’s ‘College in Bombay he en- 
tered the employ of the Chartered Bank 
of India and for seven years served in 
Australia and China. Then for five 
years he worked as an accountant for 
the Bank of India, Ltd. He was a mem- 
ber of the Government Securities Re- 
habilitation Committee in 1921, and 
chairman of the Ceylon Banking Com- 
mission in 1934. 


{George E. Allen; former deputy man; 
ager of the State Bank Division of the 
American Bankers Association, died on 
June 25 at the age of 83. He was affec- 
tionately known to bankers throughout 
the United States as “Uncle George.” 
For twenty years he was in charge of 
the educational work of the American 
Institute of Banking. 


q Charles W. Hoyt, long-time secretary 
of the Connecticut Bankers Association, 
died at the age of 69 on July 10. He 
was president of the South Norwalk 
Trust Company at the time of his death 
and was a well-known figure in Con- 
necticut banking circles. 


@Charles S. W. Packard, who for 
thirty-five years directed the destinies 
of the Pennsylvania Company for In- 
surances on Lives and Granting Annu- 
ities, Philadelphia, died on July 9 at 
77. Mr. Packard served as president 
of the Pennsylvania Company from 
1899 to 1934 when he resigned because 
of the office’s heavy duties and became 
chairman of the board of directors. He 
had been inactive since 1935. 


Bank Buildings 


4 The Southern Ohio Savings Bank and 
Trust Company, Cincinnati, has taken 
over and is now remodeling the entire 
ground floor of the building it now 
occupies at 515 Main Street. The pres- 
ent quarters having been outgrown it 
will double its space making room for 
its savings and trust departments. An 
air-conditioning unit is being installed 
and the enlarged quarters will be com- 


pleted by December 1. 


Sursirisine- 


Upon counting up, it was @ 
surprise to learn that, since 
the closings of °33, we had 
worked for 117 _ bankers, 
either on alterations or new 
buildings. Such bankers now 
have thoroughly modern at- 
mosphere and lower cost bank 
operation. Write us for il- 
lustrations. No obligation. 


TILGHMAN MOYER CO. 


The Design, Construction and 
Equipment of Bank Buildings 


ALLENTOWN, PENNA. 


This bank was organized in 1903 
with offices at the southwest corner of 
Fifth and Main streets. It has been at 
its present location since 1906. During 
its entire existence the bank has had 
only two presidents, M. S. Todd, who 
served from 1903 to 1918 and the pres- 
ent president, Arthur Espy. 


@ The Morris Plan Bank of Virginia, 
Richmond, is expanding its quarters, 
taking over space in a building for- 
merly occupied by two stores. This 
expansion will make it possible to add 
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CONWELL S. SYKES 
Recently Elected President Mississippi 
Bankers Association 


Mr Sykes since 1930 has been vice- 
president and a director of the Bank 
of Clarksdale, Clarksdale, Miss. Born 
in New York City in 1906 he was 
reared in Aberdeen, Miss., where he 
graduated from the local high school. 
After a year at the Episcopal High 
School in Alexandria, Va., he at- 
tended the University of Alabama 
from which he graduated with the 
class of 1926. Afterwards he studied 
law at the University of Mississippi. 
Mr. Sykes is married. He is secre- 
tary and director of the First Fed- 
eral Savings and Loan Association 
of Clarksdale and also a director of 
the .Planters Manufacturing Com- 
pany of Clarksdale and a director of 
the First National Bank of Aber- 
deen, Miss. He is president of the 
Chamber of Commerce of Clarksdale, 
and a member of the Clarksdale Ro- 
tary Club. He is an Episcopalian. 


six tellers’ windows in the main lobby 
as well as increasing space for the ofh- 
cers in the main banking room and 
enlarging other departments. 


“Pay-as-You-Go” Banking 


G As authorized by the Crawford Act 
in New York State the Modern Indus- 
trial Bank in New York City, second 


largest personal loan bank in the coun- 
try, has begun checking account bank- 
ing service. Starting July 1 it is ac. 
cepting at its six offices “metered 
checking accounts” for business pur- 
poses and personal accounts on a no 
minimum balance basis, with an activ- 
ity charge of 5 cents per item deposited 
or withdrawn. Depositors may open 
personal accounts with as little as $1 
and are not required to purchase check 
books in advance. 


G The Morris Plan Industrial Bank of 
New York, largest industrial bank in 
the country, has announced “Checking 
Accounts for Everybody.” For limited 
personal use the bank sells a book of 
twenty checks for $1.50. There is no 
charge for deposit items. No minimum 
balances are required. “It is also pos- 
sible,” advertises the bank, “to main- 
tain your checking account with this 
bank without service charges, with no 
charge whatever for checks drawn or 
deposits made depending upon the aver- 
age balance and amount of activity.” 
The bank maintains 12 branches in 
Greater New York. 


q The National Safety Bank and Trust 
Company of New York has just com- 
pleted a survey of the geographical dis- 
tribution of 40,000 of the depositors 
now listed in their CheckMaster depart- 
ment. 

This institution was the first to in- 
troduée pay-as-you-go banking, which 
has riow been adopted by many other 
banks, and is the first bank to open and 
maintain separate quarters devoted en- 
tirely to the “no-minimum-balance” 
service. 

The survey revealed that CheckMaster 
depositors have come not only from all 
parts of Greater New York and the 
suburban area, but from a number of 
other states and foreign countries. Ac- 
tive CheckMaster accounts are owned 
in thirty-five of the forty-eight states, 
in the District of Columbia, and in 
twenty-one foreign countries. 

Beyond the borders of the United 
States, the following countries are rep- 
resented with CheckMaster accounts: 
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Mexico, Brazil, Dutch West Indies, Ber- 
muda, Cuba, Free State of Danzig, 
Canada, Argentine, Germany, France, 
San Salvador, 
Switzerland, Colombia, Ireland, Ba- 
hamas, Puerto Rico, Philippine Islands, 
Haiti and the Island of Madeira. Most 


of these are maintained by business men ° 


carrying on transactions with New York 
firms and desiring to have a local bank 
account from which to make payments. 


The standard CheckMaster charge of 
5 cents per item deposited or with- 
drawn is the same no matter where the 
account may originate. 

Alexander Efron, vice-president of the 
National Safety Bank and Trust Com- 
pany, is the originator of the Check- 
Master idea which was inaugurated in 
June, 1935. CheckMaster or’ similar 
systems are. now in use in scores of 
other banks throughout the United 
States. 


@CheckMaster departments have been 
recently installed in the following 
banks: First National Bank, New 
Rochelle, N. Y.; College Point National 
Bank, College Point, N. Y.; Belmar 
National Bank, Belmar, N. J. 


QThe Morris Plan’ Bank of Utica, 
N. Y., inaugurated metered check serv- 
ice July 1. The bank plans a straight 
metered service of 5 cents for each with- 
drawal and 5 cents for each deposit 
item. The service will be called “con- 
venience” checking accounts. 


§The Merchants Bank of New. York 
has announced a no-minimum-balance 
checking account plan under: which it 
sells the customer a book of 12 checks 
for a dollar. Cancelled checks are re- 
turned with. a statement. of account 
every three months. Money will be re- 
funded for checks not used or spoiled. 
There is no charge for deposits. 


Interest | 


qThe bill introduced by Congressman 
Steagall to postpone until August 23, 
1939, the prohibition against payment 
of interest on any deposits of public 
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funds is opposed by the Wisconsin 
Bankers Association. The association 
feels that “payment of interest is not 
warranted on public funds or any other 
form of demand deposits” and thinks 
that the prohibition of interest payment 
should become effective August 23, 
1937, as provided in the present law. 


Federal Reserve System 


q The bill proposed by Congressman 
Patman which would change the owner- 
ship of stock in the Federal Reserve 
banks from the member banks to the 
United States Government and _ leave 
the appointment of the governors and 
all the directors to the President, with 
the advice and consent of the Senate, is 
strongly opposed by the Wisconsin 
Bankers Association. Any bill to “fur- 
ther subject operation of the Federal 
Reserve System to political influences” 
is regarded with strong disfavor by this 
association. 
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E, L. JOHNSON 


Recently Elected President Montana 
Bankers Association 


Mr. Johnson is president of the First 
National Bank of Plains, Montana 


Personnel 


G William S. Gray, Jr., president of 
Central Hanover Bank and Trust Com- 
pany, has announced that the bank will 
put into effect on August 1 a retirement 
and insurance plan for its 2500 em- 
ployes, embracing both “past service” 
and “future service” retirement an- 
nuities and group and permanent life 
insurance. The plan is open to all 
regular employes under the retirement 
age, established at sixty-five for men 
and sixty for women. For employes 
over these ages when the plan becomes 
effective, the bank expects to make pro- 
vision. 

“The plan treats everyone alike re- 
gardless of position or rank,” said Mr. 
Gray. “Central Hanover and its em- 
ployes share the cost of the benefits, 
but Central Hanover pays more than 
half of the future cost and all of the 
accumulated charge for past service. 
If an employe leaves the service all of 
his contributions to the retirement plan 
are returned with interest.” 


More than 95 per cent. of the eligible 
officers and employes of the National 
City Bank of New York and its par. 
ticipating banking affiliates have sub- 
scribed to a plan of group life insur. 
ance. 

The insurance program is on a con- 
tributory basis, with the cost shared by 
the National City Bank and the insured 
employes. The total number of insured 
employes is believed to exceed the num- 
ber subscribing for group coverage in 


any other bank. The aggregate amount’ 


of group life protection is estimated at 
approximately $24,000,000. 

The plan has been underwritten by 
the Equitable Life Assurance Society 
of the United States, which will also 
administer it, and by the Prudential In- 
surance Company of America. 

Those to whom the insurance was of- 
fered comprised, in general, members 
of the New York City staff and those 
sent abroad by and from the head office 
(who had been employed six months or 
more) and present pensioners who if 
in active service would have - been 
eligible for insurance under the plan. 
A liberal feature of the plan is that 
present pensioners and insured officers 
and employes after they become pen- 
sioners will not be required to con- 
tribute toward the cost of their insur- 
ance, the entire cost being paid by the 
bank. 

Amounts of insurance to which off- 
cers and employes are eligible to sub- 
scribe range between a minimum of 
$1000 and a maximum of $20,000, de- 
pending upon the amount of salary, the 
length of employment and the class 
grouping to which each belongs. Those 
eligible to participate have been 
grouped in‘classes according to age and 
according to whether they are active or 
retired. 


Real Estate 


q That there is a sufficient shortage of 
skilled labor in the building construc- 
tion trades to halt the prospective and 
long-awaited building boom is the con- 
clusion of President C. W. Young of 
the Young Management Corporation, a 
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New York concern which advises on in- 
yestment in securities. 


Mr. Young, who bases his conclusions 
on an exhaustive array of statistics and 
citations from official governmental and 
trade union sources, the whole making 
up a book of more than one hundred 
pages, attributes the shortage to three 
reasons: 


1. The inevitable lack of training 
of apprentices which persisted through- 
out the depression. The vocational 
training division of the U. S. Office of 
Education found that in 1935 there were 
only 6366 young men in training for the 
group of building crafts which in 1929 
had employed 750,000 skilled men. 

2. Death, old age and general phy- 
sical disability decreased the number of 
able building workers by between 4 and 
5 per cent. a year throughout the de- 
pression. Today 40 per cent. of the coun- 
try’s skilled building construction me- 
chanics are forty-five years old or more. 


3. Skilled building mechanics in 
very large numbers have been forced 
by the depression to seek work in other 
lines, which has resulted not only in a 
loss of skill but in the cultivation of 
new work habits, often in new places 
of residence. The chief shift has been 
to filling station work. It is thought 
that a large proportion of these men, 
who had a lifetime of skilled practice 
behind them, has been permanently lost 
to the building trades. 


Mr. Young’s study, which is non- 
controversial as regards the relations 
between labor unions and employers 
in building construction and which was 
prepared solely as a guide to clients 
interested in the analysis of the securi- 
ties of corporations furnishing mate- 
tials for building, shows that at the 
beginning of this year hourly wage 
rates for skilled building labor stood 
at 89 per cent. of the all time high re- 
corded in 1930. As of the same date 
hourly comnion labor rates in this in- 
dustry had made a new all time high 
in twenty American cities. The average 
exceeded the predepression high by 7 
per cent. The study shows that in some 
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areas non-union wage rates were rapidly 
overtaking union rates. 

Mr. Young, who is an economist and 
statistician by profession, is careful not 
to overstate the immediate application 
today of the skilled labor shortage as 
related to a state of building activity 
which he estimates to be at about fifty 
per cent. of what we previously thought 
to be normal for the country. His con- 
clusion rather is that the pinch of the 
labor shortage will be felt later in the 
present obvious building cycle.  Al- 
though he nowhere states that without 
a building boom a general boom may 
be impossible he does express the view 
that the skilled labor shortage will act 
as a brake on the attainment of the 
optimistic expectations that many people 
now have. 


Anniversaries 


@The Mercantile Trust and Savings 
Bank of Chicago celebrated last month 
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W. W. FLINT 


Recently Elected President Idaho 
Bankers Association 


Mr. Flint is cashier and manager of 
the First National Bank of Cotton- 
wood, Idaho. Born in Clark County, 
Illinois, in 1885, he was educated in 
the publie schools of Fort Dodge, 
Iowa, and graduated from Tobin Col- 
lege in Fort Dodge. Before enter- 
ing the banking field he was employed 
as a salesman and also as a railway 
mail elerk. He became associated 
with his present bank in 1916, served 
four years as assistant cashier and 
has been in the present position since 
1920. He has been active in civic 
affairs, having served as mayor of 
Cottonwood for several terms. He 
is a member of the M. E. Church 
and superintendent of the Sunday 
School. 


twenty-fifth anniversary of 


Plainfield; -N. -J., to- commemorate ite 9 
thirty-fifth anniversary. ° q 


In recognition of its twenty-fifth an-7 
niversary the Commercial Credit Com- 7 
pany of Baltimore has issued a brochure 7 
entitled. “Credit .and Finance Today”™ 
which contains a “resume .of the out-~ 
standing commercial’ banking services | 
offered manufacturers, distributors and” 
dealers.” 


@ The Third National Bank of Nash. 
ville,’ Tenn., has issued a booklet’ in 
commemoration of its’ tenth anniversary, 
The - bank’ was’ opened -for business: on 
July 18,-1927. Deposits on the open- 4 
ing day-were $1,018,140.93.- ‘On Juné 
30; 1937, they were $26,395,470.71. - © 


Branch Banking 


Stockholders of Transamerica Cor- 7 
poration have approved the distribu- 
tion of approximately 58 per cent. of 
the stock of Bank of America N. T: &7 
S. A. and the reclassification of -the 
corporation’s. 50,000,000 shares without 
par value, both issued and unissu 
into 25,000,000 shares of the par value= 
of $2 each, of which there will be 11], 
590,784 shares issued. The corpora- 
tion owns 99.65 per cent. of the bank’s 
4,000,000 shares of the par value of 
$12.50. each. 

The distribution, on the basis of one = 
share of the bank’s stock for each five” 
new shares of Transamerica stock, was” 
made with the cash dividend on July 31” 
to stockholders of record July 15, 1937.7 


founding of that institution in 1912. 
q The Morris Plan Bank of Virginia 


celebrated its fifteenth anniversary last 
month. It was organized by Thomas 
C. Boushall in Richmond on July 17, 
1922. During the first fifteen years of 


the bank’s history its resources in- 
creased $18,782,600. 

q “Thirty-five Years with the Plain- 
fields” is the title of a brochure recently 
issued by the Plainfield Trust Company, 
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